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Abstract
This thesis draws on Gramsci’s theory of hegemony to investigate links between
political ideologies and accounting systems. In particular, the thesis examines the
impact of political ideologies on Chinese accounting systems in the period from 1949 to
1992, and explains the role of accounting intellectuals in the process of ideological
diffusion within the accounting discipline in different transitional and crises periods; the
aim is to reveal the political nature of the accounting system in the process of
maintaining the political hegemony throughout period in China.

This thesis adopts the new accounting history methodology through a narrative lens to
investigate the development of accounting history in China. As suggested by many
studies, the new accounting history methodology offers a guide for accounting studies
by locating accounting systems within specific belief and power systems and different
social backgrounds at particular points in time. The value of this methodology is
heightened when it is combined with insights from a critical theory. This thesis
incorporates Gramsci’s (1971) theory of hegemony as part of its methodological
framework, and provides an alternative perspective on the evolution of the accounting
system in China in its unique political and social contexts. Funnell’s (1998) historical
narrative is adopted to construct the accounting history in this thesis. Specifically, the
combination of new accounting history research and Gramsci’s theory of hegemony
enables this thesis to reveal the dominant political ideologies in transitional and crisis
periods in China following three distinctive historical periods, and indicates the role of
traditional and organic intellectuals in the process of ideological struggle to reveal the
political nature of accounting.

ix

The contributions of this thesis can be summarised in three aspects. First, using
Gramsci’s theory of hegemony to conduct accounting history makes a contribution not
only in uncovering the important role of political leaders in the accounting system
setting, but also in exposing how the accounting system in China has served a political
purpose through accounting intellectuals’ ideological struggle and diffusion within
Chinese political and social contexts. In this way, it provides some knowledge and
understanding for the current practice in China. Further, it shows that Gramsci’s theory
of hegemony is useful in conducting historical inquiry, and potentially offers an
alternative framework to reveal some historical facts that have been ignored by other
studies. Second, it is appropriate to use the new accounting history to narrate an
accounting history over a long historical period, and it is an example of combining
critical and narrative approaches to conduct accounting history. Third, this research
provides a contribution to understanding the development of accounting history in
China in three distinctive periods: the first socialist stage in the Maoist regime, the
second organic crisis period under the Maoist era, and the socialist market system in the
Dengist era. In its examination of the underlying ideological forces of accounting
systems in each period, this thesis also reveals the active role of accounting intellectuals
in the process of the diffusion of political ideologies, and reflects the political nature of
accounting in maintaining the political hegemony throughout the periods examined.
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Chapter One: Introduction

Chapter One: Introduction
1.1 Research motivation
This thesis examines the development of the accounting system in China from 1949 to
1992, with an emphasis on how accounting systems have been influenced by political
ideologies across this period. The motivation for this study is threefold. First, China is
often understood as a nation that possesses “the strongest tradition of absolute
monarchy and the scantiest belief in representative government”, and the various
ideologies that have influenced China throughout its recent history are significant when
attempting to understand the development of accounting practice in China (Yee 2009,
p.72). It is been widely recognised that accounting can be seen as an ideological practice
if it is reviewed in its broader context (Arnold & Hammond 1994; Ding & Graham
2007; Zhang et al. 2012; Andrew & Cortese 2013). Compared to the other countries, the
Chinese government plays a more dominant role in the building of the society and its
economy (Ding & Graham 2007). Yee (2012) noted that “the authoritarianism
associated with the Communist Party regime, together with the promotion of socialist
democracy and the influence of traditional culture, combine to shape a very different
system of power distinctive from the kind of interest group dynamics experienced in the
west”, and that this leads to a very different style of accounting in China as compared to
the west (Yee 2012, p.429). However, the impact of the state and its ideologies on
accounting systems has been largely ignored, and many studies only emphasise the
technical aspects of accounting systems in China (e.g. Firth 1996; Jevons Lee 2001;
O'Connor et al. 2004; O’Connor et al. 2006; Peng & Bewley 2010; Lee et al. 2014).
1
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This phenomenon of only emphasising technical aspects is common in accounting
studies, and in particular in accounting history research. As Stewart (1992) noted, the
majority of accounting historical studies have examined accounting systems in their
economic context, and accounting has been seen as a technique or tool to meet the needs
of businesses and organisations. An alternative approach for the interpretation of
accounting history does exist, however, and it highlights the importance of positioning
accounting in its social, political, and ideological contexts (Stewart 1992).

Some notable studies have assessed the impact of political and cultural ideologies on
accounting systems in China from a critical perspective. For instance, Zhang et al.
(2012) used fair value accounting as an example to demonstrate the significant role of
accounting in socio-political struggles in China. Also, Zhou (1988) offered a review of
the development of accounting systems and practices from 1949 to 1980 from a sociopolitical perspective. Some studies have specifically emphasised the impact of political
leaders’ ideologies on the accounting system from a critical perspective. These include
studies by Ezzamel et al. (2007) and Yee (2009, 2012). Ezzamel et al. (2007) examined
accounting change in the Maoist and Dengist periods in China, demonstrating how
accounting discourses were fundamentally shaped by different political ideologies in
these two distinctive political periods. Yee (2009), on the other hand, used Gramsci’s
theory of hegemony to examine the political circumstances in the period of Deng that
led to the re-emergence of the accounting profession at the beginning of the 1980s in
China. In a subsequent study, Yee (2012) further investigated the relationship between
the state and the accounting profession in the 1990s. Her empirical analysis extended to
include an examination of the new generation of leadership under Jiang Zeming, and
2
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illuminated how the new leader’s ideologies have maintained and sustained Deng’s
political ideology. Yee (2012, p.427) explained the importance of emphasising the
impact of political leadership on accounting systems as follows:
Considering the plight of Chinese accountants under Mao Zedong’s regime and the
extraordinary turnaround of their fortunes after Deng Xiaoping…rose to power in the
late 1970s, it is conceivable that the state, and the state leaders for that matter, might
have had an important influence over the development of the accounting profession in
China. Furthermore, given the vast differences between the ideological principles of
the two leaders…the shift from one regime to the other would unavoidably change the
political and ideological discourse, impacting on all aspects of Chinese society,
including…accounting.

Even though some studies have explored the development of accounting history in
China under the impact of the various political ideologies, there remains significant
scope for further study. To that end, this research takes a longitudinal approach to the
study of the development of accounting systems in China by incorporating an
examination of all the major political movements implemented by the Chinese
Communist Party (CCP) from 1949 to 1992. The period 1949 to 1992 has been selected
as the period of study because during this time China struggled to establish a socialist
accounting system that followed the Soviet Union’s uniform accounting systems and
regulations during this period (Aiken & Lu 1998).

In 1992, the first accounting

standard for China, the Accounting Standard for Enterprises, was issued by the Ministry
of Finance (MOF) and brought further change to accounting practice. To a large extent,
this was the commencement of the period of harmonisation of Chinese accounting
systems with International Financial Reporting Standards (IFRS).

3
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Second, the way in which historical periods in Chinese have been classified has led to a
gap in the knowledge of historical accounting events.

In the accounting history

literature, studies of China’s accounting practices have often been split into two distinct
time periods – 1949 to 1978 and 1978 onwards – because of the clear distinction
between China’s economic policies in each of these periods (Chen & Tran 1995; Chan
& Rotenberg 1999; Ezzamel et al. 2007; Yee 2009). The former represents the time
from the establishment of the PRC in 1949 to the beginning of China’s ongoing
economic reform, which commenced in 1978. During this period, China largely
operated under a strict socialist ideology that emphasised class conflict and a centrally
planned economy that allowed public property ownership only. This differs
fundamentally to the socioeconomic system that was established in contemporary China
after a series of economic reforms beginning in 1978. Studies such as Ezzamel et al.
(2007) and Yee (2009) refer to the former period as the Maoist regime, and the latter as
Dengist, given that the reform was initiated by Deng Xiaoping, the Chinese leader
following Mao’s death in 1976. The accounting literature has mainly emphasised
reviewing the influence of Deng’s economic reforms on different perspectives of the
accounting system, such as management accounting (Skousen 1988; Firth 1996;
O'Connor et al. 2004; Islam & Kantor 2005), the accounting restructuring and/or
performance measurement of the state-owned enterprises (Jevons Lee 2001; O’Connor
et al. 2006), and the harmonisation of accounting standards (Winkle et al.1994;
O'Connor, Chow & Wu 2004; Chen & Cheng 2007; Peng & Bewley 2010). Only a few
studies have reviewed the Maoist period specifically 1 (e.g. Aiken & Lu 1993a; Lin
2003; Auyeung et al. 2005), and their common feature is that they emphasise a review

1

This period will be examined in more detail in Chapter Two.
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of bookkeeping methods throughout this period using Mao’s rule as contextual
background, rather than considering it (and other political ideologies) as a defining
influence over accounting systems per se. Although dividing China’s historical
development into two periods (Maoist and Dengist) with distinct socio-political features
provides a useful dichotomy for the study of Chinese accounting practice, this
distinction does not fully reflect the controversies and complications within each
discrete period. Within the period of the Maoist regime, for instance, although the
dominant ideology was reasonably consistent, there were different stages that reflected
competing social and political priorities, such as the New Democracy period (19491953), the Great Leap Forward (1958-1960), and the Cultural Revolution (1966-1976)2.
This study attempts to explore the impact of political ideologies on Chinese accounting
systems, going further within each time period to examine how new ideologies were
established and their implications for accounting systems. The political ideologies have
been separated into three periods: the initial period (1949 to 1957), the crisis period
(1958 to 1977), and the transitional period (1978 to 1992). Six ideological movements
within each period are considered: Mao’s New Democracy, Leaning to One Side, the
Great Leap Forward, the People’s Commune Movement, the Cultural Revolution, and
Deng’s Emancipation of the Mind and Seeking the Truth from Facts3.

Third, the dynamic relationship between the state and the development of accounting
systems is largely unexplored in the Chinese accounting literature. Over the last several
decades, a substantial number of accounting studies have adopted alternative theoretical
2

The socio-political developments during these periods are well documented in many other studies of
Chinese history, such as Twitchett and Fairbank (1991) and Grasso et al. (2004).
3
Within Deng’s Emancipation of the Mind and Seeking the Truth from Facts movement are two submovements. The first involved a focus on economic development, and the second involved a policy of
learning from western countries.
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lenses to study phenomena such as the relationship between the state and the accounting
profession (e.g. Chua & Poullaos 1993; Sikka 1995; Chua & Poullaos 1998; Sikka &
Dunn 1998); the nature and use of accounting systems (e.g. Funnell 1998b; Llewellyn &
Northcott 2005; Josiah et al. 2010; Zhang & Andrew 2010); and the intrinsic link
between accounting and power (e.g. Sikka & Willmott 1995; O'Dwyer 2005; Moerman
& van der Laan 2007; Cortese 2011). Many of these studies argue that accounting is a
technology capable of privileging particular social classes, and perpetuating positions of
dominance and power. However, these research studies have focussed primarily on
western contexts, and alternative examinations of the role of accounting have not been
widely conducted in Asian countries such as China. As noted, the adoption of Mao and
Deng’s political ideologies within the CCP heavily influenced the development of
accounting in China. In turn, the active responses of accounting towards political
ideologies have helped diffuse, and even reinforce, the hegemonic state. Thus, there
exists a unique opportunity for this study to explore the mutual influence between
political ideologies and accounting systems. This study contributes to understanding
how accounting serves a political purpose and contributes to the maintenance of
hegemony throughout these time periods (Aiken & Lu 1993).

The following section presents the research questions for this thesis.

6
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1.2 Research questions
This thesis studies the evolution of accounting systems in China from 1949 to 1992,
with a specific focus on how they are influenced by political ideologies. It also
examines how accounting systems, in turn, help to construct and diffuse these dominant
ideologies. As noted, this study examines political ideology in China during three
periods. In the first period4 (1949-1957), China transformed the capitalist accounting
systems that had operated in China prior to 1949 and started to adopted a Soviet Unionstyle, highly centralised accounting system to accomplish their political motives, which
was fundamentally based on the concept of a socialist society. During the period 1958
to 1977, which involved the Great Leap Forward and the People’s Commune, China
attempted to further eliminate the influence of the capitalist system to reinforce Mao’s
leadership. The Cultural Revolution was a period of organic crisis that followed the
economic failure of the previous two movements, and during which political, economic
and accounting systems were in chaos. When Deng formally took power from Mao’s
regime in 1978, the accounting system was brought into alignment with western
accounting systems as the establishment of "new China" took effect. The different
dynamics incorporated by politics and accounting systems during the periods have
suggested that accounting has had an influential role in social transformations; this has
been argued by many critical accounting researchers (e.g. Carmona et al. 2002; Xu et al.
2014). The influence of accounting is implicated through the technical function of
accounting, as explained by Hopwood (1987, p.443):
4

In this thesis, three main phases (1949-1957, 1958-1977, and 1978-1992) will be called “periods”, and
the political strategies within each of these periods will be called “movements”.

7
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Different accounts have been provided of organisational activities, processes and
outcomes. Different emphases have been incorporated into accounting practices. Over
time, accounting has been implicated in the creation of very different patterns of
organisational segmentation…. Different managerial functions have come to be
emphasized by the changing accounting representation of them.

Accounting as a technology is widely accepted from a critical perspective as highly
political in nature (Cortese & Irvine 2010; Cortese et al. 2010; West & Carnegie 2010;
Cortese 2011). This thesis uses China’s unique political context to provide further
evidence by revealing the impact of prevailing political ideologies on accounting
systems and the role of accounting in serving political purposes in three periods of
modern Chinese history. More specifically, the research questions are as follows:



What was the impact of political ideologies on Chinese accounting systems
in the period from 1949 to 1992?



What was the role of accounting intellectuals in the process of diffusing
political ideologies during the initial, crisis and transitional periods from
1949 to 1992?



How did the accounting system serve a political purpose and help to
maintain political hegemony across these periods?

The first research question identifies the dominant political ideologies from 1949 to
1992; the evolution of accounting systems in these ideological periods will be explored
in detail. In this way, similar to many accounting studies such as Cooper et al. (2010)
and Zhang et al. (2012), this thesis will examine the hegemonic position of the state to
explore how ideology has influenced accounting practice. This research question will be
8
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addressed by illustrating how the state ideologies have driven the development of
accounting systems throughout each period.

The second research question shifts the focus to an exploration of the role of accounting
intellectuals in the process of ideological diffusion. With the education system an
effective channel for the diffusion of new ideas (Lehman & Tinker 1987; Firth 1996;
Schwartz et al. 2005), accounting textbooks and professional and academic journals are
demonstrated to have been used by Chinese accounting intellectuals in both Mao's and
Deng’s time to diffuse new political ideologies. In addition, the literature shows that
accounting has been used in periods of crisis to justify particular courses of action
(Arnold & Hammond 1994). Therefore a related aim of this research question is to
examine the diffusion and acceptance of political ideology in a period of organic crisis.

The third research question emphasises how accounting systems can be used to serve
political purposes. As discussed previously, this thesis maintains that accounting is not a
static system, but changes with its surrounding social and political contexts. Accounting
helps the maintenance of political power “by creating new visibilities, by creating and
redistributing social knowledge”, and through translating economic goals into specific
social power (Ding & Graham 2007, p.561). Aligning with this argument, this research
question attempts to present how the accounting knowledge was created and
redistributed to help diffuse political ideologies in different time periods in China.

9
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After identifying the research questions, the following section will present the
theoretical and methodological framework and method used to address these research
questions.

1.3 Theoretical framework
The presence of political power and its impact on accounting systems is explained by
Gramsci’s theory of hegemony, mainly in the works of Gramsci (1971) and Simon
(1982)5. According to Gramsci, hegemony is a dynamic relation in which one social
class is able to combine its own interests with other classes and win consensus from
them to form a system of alliances (Gramsci 1971). Hegemony is achieved through a
combination of coercion and intellectual and moral leadership. State power can be
captured by force. An effective maintenance of power, however, lies in the capacity of
the ruling party to continuously balance the interests of diverse social forces in building
its network of alliances (Gramsci 1971). This is a continuing process that is under
constant (re)negotiation among various class interests in shifting socio-political
relations. The process involves many social movements that are dependent on the
interests of a variety of stakeholders. What is central to this process is the development
of a collective consciousness and consensus that a political alliance be established
(Simon 1982). According to Gramsci, intellectuals have played an essential role in
constructing and diffusing discourses that are critical to this consensus-forming.

5

Gramsci’s ideas were fragments scattered throughout the 2,848 pages of his 33 notebook volumes. They
were not intended to be published or be read as a theory. Hence, many of his concepts were neither
defined with precision nor organised in a coherent form. Various versions of English translations add
extra complications for researchers to comprehend many of his ideas, or even to make direct references to
them. Hence, this section, except where specific references are made, has been developed based on a
secondary source: a book by Rogan Simon (1982) which provides a comprehensive and coherent
overview of Gramsci’s theory, making it more accessible for researchers.

10
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Gramsci’s notions of power and hegemony have mainly been used in accounting studies
to explain the relationship between the accounting profession and the state. There are a
few notable studies within the accounting literature that follow this analysis (Goddard
2002; Spence 2007; Yee 2009). In contrast, this thesis attempts to explore the role of
political ideologies in mobilising and sustaining different political hegemonies that have
influenced the development of accounting at a more fundamental level, and the role of
accounting intellectuals in the process of establishing a new political ideology. In doing
so, this thesis provides an alternative view that explains the intrinsic link between
political power and accounting systems in the specific historical periods under
investigation.

This theory is applied throughout this thesis to seek the intrinsic link between political
power and accounting systems by identifying the fundamental political ideologies in
different periods in Chinese contexts. More specifically, in the first period (1949 to
1957), Mao’s political ideologies of New Democracy and Leaning to One Side
influenced the establishment of socialist accounting system that aligned with that of the
Soviet Union. In the second period (1958 to 1977), Mao’s extreme communist
ideologies, including the Great Leap Forward, the People’s Commune movement, and
the Cultural Revolution, placed the political status in chaos, and a set of highly
centralised accounting systems were developed to satisfy the requirements set out by
these extreme ideologies. In the third period (1978 to 1992), Deng attempted to
establish a socialist market economy in China and called for new ideologies, such as

11
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Emancipating the Mind and Seeking the Truth from Facts; the accounting system was
then rebuilt to achieve consistency with western accounting practices.

Gramsci’s theory is also used to examine the role of Chinese accounting intellectuals in
this history. Intellectuals are perceived by Gramsci as agents of ideological practice, and
play a central role in diffusing ideologies during this process of hegemonic construction.
Intellectuals are identified as those working in the fields of philosophy, science,
education, morality, justice, charity, and similar, who share the ideology of the state
(Gramsci 1971). They are the essential force that assists the state in educating people
and providing for the organisation and development of a common conception of the
social structure. Two groups of intellectuals, organic and traditional, have been
identified in Gramsci’s theory. Traditional intellectuals follow political ideologies from
the previous ruling class and hold close allegiance to the previous cultural tradition and
craft. In this way, they believe themselves that they are independent of “all social
interests and practice under a rhetoric of autonomy” (Richardson 1987, p.350). Organic
intellectuals, on the other hand, develop from a certain social group that aligns its
ideological belief with the current political ideologies, and further support the
construction of these ideologies to establish hegemonic leadership.

1.4 Methodology and method
To investigate the development of accounting history in China from 1949 to 1992, the
“new” accounting history6 approach combined with Gramsci’s theory of hegemony will
be used as a methodological framework, and historical narrative will be adopted as a
6

“'New' accounting history” will be written as "new accounting history" hereafter.
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method to narrate this development. This combination of new accounting history and
historical narrative provides a framework that is concerned with the mutual influence
between social and institutional impacts and accounting systems. This mutual influence
from the historical perspective is important for a fuller understanding of accounting
practice, as suggested by Littleton (1933) as well as many notable accounting studies
(e.g. Miller & Napier 1993; Carnegie & Napier 1996; Carmona et al. 2004; Napier
2006; Gomes 2008):
Accounting is relative and progressive. The phenomena which form its subject matter
are constantly changing. Older methods become less effective under altered
conditions; earlier ideas become irrelevant in the face of new problems. Thus
surrounding conditions generate fresh ideas and stimulate the ingenious to advise new
methods, and as such ideas and methods provide successful they in turn begin to
modify the surrounding conditions (Littleton 1933, p.361).

In this sense, the new accounting history approach 7 focuses on the broader historical
context in which accounting is practised. It demonstrates that the evolution of
accounting originally comes in response to social and political changes, and that these
accounting changes also influence further economic and social developments (Napier
1989, 2001).

Furthermore, this approach adopts narrative as the main tool to interpret the diverse
culture and social background in which the historical events are located. Historical
narrative in new accounting history research was initially proposed by Funnell (1998a)
as a historical writing method to construct accounting history. The principle focus of
the narrative is framed, from a critical perspective, to reflect the “prevailing power

7

This will be explained in Chapter Three.
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structures or culture of oppression” through accounting systems, such as values
embedded in accounting, to promote the interests of certain dominant classes (Williams
& Adams 2013, p.462). In this way, the narrative tool will enable this thesis to construct
an accounting history in a chronological way, and further demonstrate its implications
in broader political contexts.

By adopting this approach, this thesis aims to identify how accounting systems have
served a political purpose and helped to maintain political hegemony in different
periods in China’s development. In this way, this study explores accounting by
considering the changing surrounding political environments, and investigates how
accounting has been used as a political tool to reinforce political ideologies.

1.5 The chapter structure
The rest of this thesis is organised as follows. Chapter Two sets the scene for this thesis.
It first identifies the significant role of political ideologies in extant accounting
literature. The following section highlights the significant role of accounting and
political ideologies in China, reviewing the political ideology of Confucianism and its
corresponding accounting system to offer a contextual background. Finally, the chapter
discusses China’s political movements under Mao's and Deng’s regimes and reviews the
accounting studies located within these movements.

Chapter Three presents the theoretical framework of this study, Gramsci’s theory of
hegemony. The chapter carefully reviews and assesses a number of critical inquiry
approaches to accounting studies, and the theory of hegemony is identified as an
14
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effective approach to present the influence of political power on accounting systems.
The important notions incorporated in this theory, such as ideologies, traditional and
organic intellectuals, and organic crises, are presented in detail, and linked to the
empirical case of accounting development in different historical periods.

Chapter Four develops the methodological framework and method of this study. It
reviews two dominant historical methodologies, traditional history research and new
accounting history research, arriving at the choice of new accounting history research
incorporated with Gramsci’s theory of hegemony. Funnell’s (1998a) historical narrative
is used as a method to construct accounting history in China.

Chapter Five presents the first empirical period, from 1949 to 1957, to investigate the
development of accounting systems. In particular, it identifies two prevailing ideologies,
New Democracy and Leaning to One Side, to illuminate the shift of accounting systems
from western-style to Soviet Union-style. By using the debate between traditional and
organic accounting intellectuals, this chapter specifically shows how the traditional
accounting view was weakened and then eliminated, and the new accounting ideas were
successfully diffused into accounting systems.

Chapter Six investigates the second period, from 1958 to 1977, Mao’s political regime.
The new ideologies, including the Great Leap Forward, the People’s Commune
movement, and the Cultural Revolution, and their corresponding accounting systems are
reviewed in detail. In Mao’s view, these ideologies were a further step to establish a
socialist society in China, but they caused a deep crisis in accounting systems in this
15
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period. Therefore, this period is examined using the notion of maintenance of hegemony
and organic crisis from Gramsci’s theory to demonstrate the process of destroying
accounting systems through these political movements.

Chapter Seven examines the period from 1978 to 1992, which was under Deng’s
political leadership. The ideology of Emancipating the Mind, Seeking Truth from Facts
is identified as a fundamental political ideology. This ideology led to the change of
China that shifted the focus from class struggle to economics and learning from other
countries. In this case, the organic accounting intellectuals, again, played a central role
in promoting and diffusing Deng's ideologies to establish an accounting system aligned
with the International Accounting Standards (IAS), which was implemented in China in
1992.

Chapter Eight presents conclusions about the general review of this study. It discusses
contributions of this research to the literature, in terms of theory, methodology, and
method, and to accounting practice. Finally, it highlights the limitations of this thesis,
and future opportunities for study.
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The purpose of this chapter is to set the scene for this thesis. The role of political
ideologies in accounting studies will be identified, along with the significant political
periods in China’s history. This chapter first identifies the significance of political
ideologies in accounting studies, and then discusses Mao’s leadership of China and
Deng’s period of rule. To provide contextual background to these political periods, the
influence of Confucianism is also examined. The role of accounting is located within
each political movement and the relevant literature is reviewed.

2.1 Political ideologies in accounting studies
This section reviews the ideological studies in accounting research and defines the
notion of ideology as used in accounting studies.

Traditional researchers’ view of accounting as a neutral technique has been challenged
by critical accounting researchers, who argue that accounting intervenes in complex
social and organisational contexts, and can thus be considered a social practice (e.g.
Tinker et al. 1982; Chua 1986; Whitley 1986, 1988; Arrington & Francis 1993; Baker &
Bettner 1997; Panozzo 1997; Chabrak 2012). Hopwood (1987, p.141) explained this
view in details as follows:
Accounting is coming to be regarded as an interested endeavour. Rather than being
seen as merely residing in the technical domain, serving the role of a neutral
facilitator of effective decision-making, accounting is slowly starting to be related to
the pursuit of quite particular economic, social and political interest. The active and
influential ways in which accounting is implicated in the construction and
propagation of notions of organisational social control are now starting to be
addressed.
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Recognising accounting as a social practice, Arnold and Hammond (1994) further
argued that accounting can also serve an ideological function. In their view, the term
“ideology” can be explained in different ways that range “all the way from the
unworkable broad sense of the social determination of thought to the suspiciously
narrow idea of the deployment of false ideas in the direct interest of a ruling class”
(Arnold & Hammond 1994, p.119).

Williams (1995, cited in Baker 2005, p.692) defined the concept of ideology in two
dimensions:
(a) The formal and conscious beliefs of a class or other social group – as in the
common usage of ideology to indicate general principles or theoretical positions or
dogmas, often said to be false or distorted; or (b) the characteristic world-view or
general perspective of a class or other social group, which includes formal and
conscious beliefs but also less conscious, less formulated attitudes, habits and
feelings, or even unconscious assumptions, bearings and commitment.

In Williams’ definition, the first aspect can be considered a “neutral conception” of
ideology, focused on providing “descriptions of different ways of thinking about the
world”. The second part of this definition is a “critical conception” of ideology, which
aims to reveal “unequal social relationships” and thus “promote social change” (Baker
2005, p.693). Baker (2005) used Thompson’s (1984) understanding to further
explanation the critical conception:
On the one hand, “ideology” is employed by many authors as if it were a purely
descriptive term: one speaks of “systems” of thought, or “systems of belief” or
“symbolic practices” which pertain to social action or political projects…. There is,
however, another sense of “ideology” which is evident in the literature. In the
writings of some authors, ideology is essentially linked to the process of sustaining
asymmetrical relations of power – that is the process of maintaining domination.
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In the existing accounting literature, a growing number of studies give priority to the
critical type of ideology, dealing with issues of political conflict ideologies and power
struggles (Baker 2005). By adopting a critical perspective, accounting studies of
ideology involve “significant conjuncture between discourse and political interest”; for
instance, the signs, meanings, and values used to defend social and political actions
through accounting discourse (Oksenberg & Tong 1991, p.111).

Studies have explored the impact of political ideologies on accounting systems in
different cultural settings. For instance, Mihret et al. (2012) investigated the
development of accounting in Ethiopia from the early 1900s to the 2000s. By examining
the development of accounting systems across different political periods, they argued
that accounting systems were used to facilitate the growth of state-owned enterprises in
the period of communist dominance through initiating accounting professionalisation by
the state starting in 1974. However, when Ethiopia moved to a market economic
system, Mihret et al. (2012) documented a shift in the function of accounting.
Accounting systems tend to assume a financial-reporting and assurance role to satisfy
the requirements of the private sector. Likewise, Cinquini (2007) explored the impact of
the ideological commitment to Fascism on accounting discourse in Italy during the
1930s. Under the Fascist regime, accounting systems reflected a shift away from
socialism, and Cinquini (2007) noted the strong link between economics and accounting
as the corporative movement took hold. Financial reporting was central to the Fascist
corporative, and accounting systems were adapted to facilitate this reporting and
accountability mechanism (Cinquini 2007).
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Other research has reviewed the role of accounting discourse in the process of
constructing and diffusing political ideologies. Lehman and Tinker (1987) examined the
publishing patterns of three accounting journals to explore the relationship between
accounting discourses and the social conflicts within which these discourse are
embedded, and found that the accounting discourse evolved following the hegemonic
ideologies, such as the criticism of state intervention, the benefits of accounting in
resource allocation, and the contribution of accounting to international business.
Lehman and Tinker (1987) suggested that accounting, as an important political activity,
plays a role in “displacing social crisis and adjudicating among interests” (Lehman &
Tinker 1987, p.519). Similarly, it has been argued by Ferguson et al. (2009, p.897) that
accounting textbooks have been significant in diffusing political ideologies:
…in addition to transmitting knowledge, textbooks also seek to anchor the political
and social norms of a society…. [N]ot only do textbooks convey facts, but [they] also
spread ideologies…. [T]extbooks are cultural artefacts and in their production and
their use inside classrooms, confront a range of issues to do with ideology.

Aligning with this argument, Ferguson et al. (2005, 2006, 2008, 2009), Boyce (2002,
2004, 2008), and Boyce et al. (2012) have applied different theoretical and
methodological lenses to explore the role of accounting textbooks in financial
accounting, management accounting and financial management. They concluded that
accounting textbooks are significant in the ideological construction of capitalism, and
have served the interests of prevailing powers in capitalist contexts (Ferguson et al.
2009; Boyce et al. 2012).

The accounting literature has established a relationship between accounting systems and
ideology. The notion of accounting as a social practice enables an appreciation of the
role of political ideology in shaping accounting systems and, in turn, how accounting
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systems and accounting discourse can be used to construct and perpetuate political
ideologies. This thesis is specifically concerned with the political ideologies of China
from 1949 to 1992, and the role of accounting systems within those political periods.
Therefore, the following section will review accounting studies in the context of China
and Chinese political ideology.

2.2 Accounting and political ideologies in China
China is and has been significantly influenced by the political ideologies of different
political leaders (Xu et al. 2013). Few studies, however, have looked at the impact of
political ideologies on accounting systems in the Chinese context. A notable exception
is a study by Ezzamel et al. (2007), which examined changes in the accounting system
under Maoism and Dengism in China. The ideologies put forward by Mao, such as class
struggle, central planning, and public ownership, were analysed and explained as a
reason why the Maoist accounting systems were fundamentally different to those
prevalent in capitalist societies (Ezzamel et al. 2007). It was argued that under Deng,
new ideologies, such as economic development, marketisation, and mixed-ownership,
were diffused, and new accounting systems were created to harmonise Chinese
accounting with the West (Ezzamel et al. 2007).

In another study, Yee (2009) examined and explained the re-emergence of the Chinese
Certified Public Accountants at the beginning of the 1980s. Addressing this issue from
the perspective of Gramsci’s hegemonic theory, Yee (2009) emphasised the influence of
political and ideological factors in the process of establishing the accounting profession,
and contributed to an understanding of how the accounting professional has been
influenced by politics and ideologies in China. Yee (2009) demonstrated the theoretical
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contributions that can be made by using a Gramscian perspective to understand the
political nature of accounting professionalisation in China.

Contributing to this field of study, this thesis further explores the role of accounting
systems in mobilising and sustaining different political ideologies. This thesis
demonstrates how accounting is influenced by economic activities at a fundamental
level, and, in turn, examines how accounting intellectuals have served political purposes
in different periods to contribute to hegemonic leaderships. The following section
establishes a context for this thesis through a brief discussion of key political figures
(Mao and Deng) and a brief review of the accounting literature related to these periods.
The ideology of Confucius will also be reviewed to provide further contextual
background for the continuous influence of Confucian thinking on Chinese society.

2.2.1 Confucian influence prior to 1949

This section will review the political ideology of Confucius and its corresponding
accounting systems to provide a contextual background. In addition, this section will
consider the different approaches that have been used to conduct cultural studies and
provide the methodological framing for this thesis.

Traditional Chinese culture has been significantly influenced by Confucianism (Yee
2009). Confucius was an influential Chinese philosopher who lived approximately
2,500 years ago. His thought emphasised the importance of social hierarchies and
collective interest (Lam 2003). Confucius advocated for less government influence and
control, and believed that “society is not an adversarial system consisting of pressure
groups” but is instead, a “fiduciary community” (Lam 2003, p.158). Confucianism was
first adopted as an official political ideology by Chinese emperor Liu Che, in the Han
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Dynasty (156 BC-87 BC), and was later considered as an important religion of the Han
Chinese, profoundly influencing China for thousands of years (Yee 2009). In
Confucianism, the ultimate function of government is to maintain stable, continuous,
and harmonious relations among all social members. In addition, a Confucian-style
government sets out clearly defined social-hierarchy relations, such as superiors and
subordinates (Pye 1985). The ideology of Confucius has guided Chinese political life
for centuries, and the sayings of Confucius have been given ultimate authority in society
(Dawson 1981). In the Confucian view, the best means of solving a conflict is the
“middle way”: understanding the uncertainty and change, then making necessary
adjustments to maintain harmony and balance (Gao & Handley-Schachler 2003, p.48).
Confucian ideology places significant value on individuals’ responsibilities to follow
the prescribed social rituals and power hierarchies, which are given the role of high
moral standards. Individuals are educated to be obedient social members who always
discipline themselves to follow those rules. This system supported emperors in ruling
such a vast country without modern administrative technologies. Confucianism enabled
the feudal class to effectively rule Chinese society for thousands of years (Yee 2009).

The Confucian order was undermined when an imperialist Christian ideology was
introduced into China between 1850 and 18658 (Meisner 1999). This was followed by
modern political parties, such as the Guoming Party and the CCP. The Guoming Party,
which mainly upheld the interests of landlords and the commercial and financial classes,
took power in China from 1928 onwards for around 20 years (Meisner 1999). In 1927, a
8

During the Taiping Rebellion of 1850 to 1865, Hong Xiuquan, the leader of this movement, borrowed a
western imperialist ideology, Christian egalitarianism, to serve the Chinese revolution in a cultural and
intellectual sense. This rebellion did not thoroughly disintegrate the influence of Confucianism on the
political structure and replace them with the image of the western world; however, China was reshaped in
a limited and distorted form. Following the suppression of the Taiping Rebellion, the Opium Wars were
initiated following “self-strengtheners” to preserve the old Confucian order to defend against threats from
foreign imperialism (Meisner 1999).
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radical new party, the CCP, was founded. The CCP grew from a military base of
peasants in the remote mountain regions, such as Hunan, Jiangxi, and later Yan’an
(Meisner 1999).

Accounting systems in China can be traced back more than 2,000 years, with a
relatively highly developed accounting system serving financial and economic activities
during that time (Van Hoepan 1995; Gao & Handley-Schachler 2003). A significant
influence on Chinese accounting systems was Confucianism (Gao & Handley-Schachler
2003). Confucius was a managing officer for warehouses during the Spring and Autumn
periods (770 BC – 721 BC). His job was to do “proper accounting”, meaning that
receipts and disbursements of materials in the warehouse were to be correctly
documented (Shanghai University of Finance & University of Texas 1987). The
fundamental concept of Confucian accounting was to distinguish Yi (justice) and Li
(profit). Confucius later taught that nobles care about Yi, whereas common people care
about Li (Van Hoepan 1995).

One of Confucius’ students, Mencius, was the first person to describe the word
“accounting” in a book, The Rites of Zhou 9 . This book was not written purely for
accountants; rather, it was a handbook “describing government posts, official duties,
and the structure of Chou government administration” (Fu 1971, p.41). In this book, Ru
(receipts) and Chu (disbursements) were used to describe the increases and decreases in
state revenue; later they were adopted as official bookkeeping labels (Chen 1998). This
single bookkeeping method was used in both the government and private sector to
record revenue and expenses at the end of the accounting periods, ensuring that all
entries were summarised and balanced (Chen 1998). The three-column method, Newly
9

Original Chinese: 周礼

24

Chapter Two: Contextual Background and Literature Review
Received – Payment = Balance, was used and considered as a breakthrough in Chinese
accounting at this time. This cash-based bookkeeping method was used in Chinese
accounting systems until the 1940s (Gao & Handley-Schachler 2003).

In ancient China, the basic function of accounting was to record the flows of the
Emperor’s and the state’s properties, and also was a kind of statistical data collection
similar to the modern-day government census (Gao & Handley-Schachler 2003). Under
Confucianism, collectivism was an important characteristic of a society, and therefore,
the aim of accounting was to serve the public, rather than to calculate profits and
distribute wealth to individuals. Government accounting officially emerged in China
during the western Zhou dynasty (1066 BC to 771 BC) (Fu 1971; Gao & HandleySchachler 2003). At this time, the government was comprised of six officials, who were
given the metaphorical titles Heaven, Earth, Spring, Summer, Autumn, and Winter;
these are analogous to today's Prime Minister, Minister for Religion, Minister for
Crime, Minister for War, Minister for Labor, and Minister for Education. The official
titled Heaven was appointed by the Emperor, and given responsibilities in two areas: as
stock controller (national stock) and as controller general (financial management,
government revenue collections, and control of expenditures) (Aiken & Lu 1993b).
Heaven normally used a budget as a means of financial control, which also delegated
authority and built responsibility and accountability (Fu 1971). Once the general
decisions were made, the controller general developed the details of the budget (Fu
1971). Another important event during the Zhou dynasty was the use of financial
reports. At the end of the year, each department in the government was required to
prepare reports for their operating sections. Some government officers acted as
travelling supervisors to monitor and evaluate the quality of financial reports, similar to
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the modern-day audit function. After being audited, the reports were submitted to the
Heaven, who would draft some recommendations relating to governmental policies,
which were finally submitted to the Emperor (Fu 1971).

Figure 2.1 An Overview of Government Structure during the Western
Zhou Dynasty in Ancient China
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Adapted from Aiken and Lu (1993a).
Compared to government accounting, private-sector accounting was less advanced
throughout these periods. It was argued that the Confucian collectivist ideology created
less need for accounting in private business (Gao & Handley-Schachler 2003). Another
reason for the slow progress of private-sector accounting might, as described
previously, be a result of the Confucian attitude towards profit (Solas & Ayhan 2007).
Within the collective Confucian society, merchants, as traders rather than producers of
commodities, were ranked as the lowest level in society. The agricultural producers who
contributed to the collective society, rather than profited from it, were important in the
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ancient economy. There was a desire to maintain simplicity in record-keeping, and a
single-entry bookkeeping method was considered sufficient for accounting records in
this context (Solas & Ayhan 2007). Confucian accounting concepts influenced
accounting practices in China for thousands of years in the area of bookkeeping
methods, accounting information, accounting regulations, and government and private
accounting (Gao & Handley-Schachler 2003).

From the time of the First Opium War (1840), China became a semi-colonial, semifeudal society, and western bookkeeping methods slowly emerged in public and private
enterprises (Solas & Ayhan 2007). The traditional Confucian accounting systems were
still more common, but coexisted with western accounting practices in the late 19th and
early 20th century (Solas & Ayhan 2007). As noted in the writings of Confucius, the
focus of accounting was to convey customs and traditional practices. The previous
forms and structure were considered sufficient, and it was not deemed necessary to
invent new procedures (Bloom & Solotko 2003). Prior to 1911, Chinese accounting
systems were dominated by a single-entry, cash-based recording method, which was
based on the movement of money or physical goods. Following the revolution in
191110, western accounting and auditing theories were officially brought to China (Chan
& Rotenberg 1999). In the early 1920s, an increasing number of accountants received
accounting education from foreign countries and returned to China, and many
companies adopted double-entry bookkeeping methods during this time. Western
accounting systems predominated in Chinese companies until 1949, when the People’s
Republic of China (PRC) was established (Chan & Rotenberg 1999).
10

The traditional, Confucian-influenced China ended, at least officially, in 1911: the empire was
demolished, along with all the traditional political principles, laws, customs, and morality (Schoppa
2011).
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The studies of the impact of Confucian thought on accounting systems can be divided
into two categories. First, many studies have adopted a quantitative approach to explain
the development of accounting under the impact of Confucian ideology by using
Hofstede’s (1980) and Gray’s (1988) cultural model. Hofstede (1980), a social science
researcher, conducted an extensive cultural-values survey in 53 countries during the
1970s, and developed four underlying social-value dimensions for categorising
countries. Based on his survey, Hofstede (1980) identified four cultural dimensions:
Large versus Small Power Distance: the extent to which the less powerful
members of organisations and institutions accept and expect that power is
distributed unequally.

Individualism versus Collectivism: the degree to which individuals are
integrated into groups.

Strong versus Weak Uncertainty Avoidance: the degree to which a member of
a specific culture feels either uncomfortable or comfortable in an unstructured
situation.

Masculinity versus Femininity: Masculine countries are more assertive,
competitive, and focused on material success, whereas feminist countries are
modest, tender, and concerned with the quality of life.

Hofstede and Bond (1988) expanded Hofstede’s (1980) cultural dimensions by
undertaking a Chinese value survey. They argued that Confucian dynamism had a
significant influence over economic growth from 1965 to 1985. According to the
Google Scholar Reference Index, Hofstede's (1980) cultural studies had been cited over
31,245 times by December, 2013 by social science researchers. However, this cultural
model has been the subject of several criticisms. First, it has been argued that the
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positivist research methodology adopted is not suitable for measuring differences across
culture, which is socially constructed (McSweeney 2002; Baskerville 2003; Fang 2003;
Baskerville-Morley 2005; Signorini et al. 2009). Second, conducting a survey based on
an individual-level response to draw inferences about national culture has been argued
to be overly simplistic and meaningless (Fang 2003; Minkov & Hofstede 2011). Third,
limiting the focus of the study to Confucianism has been considered unsuitable as a
reflection of an entire national culture (McSweeney 2002; Baskerville 2003; Fang
2003). Fourth, the cultural dimensions identified from the survey have not been deemed
comprehensive enough to provide answers for all human behavior (McSweeney 2002;
Baskerville-Morley 2005; Signorini et al. 2009).

Despite these shortcomings, Hofstede’s (1980) cultural dimensions were adapted and
expanded by Gray (1988) in his study of IAS adoption, and he argued that culture
explains distinctions across accounting standards. Gray (1988, p.8) relied upon
Hofstede’s cultural dimensions and extended these to another four accounting values:
Professionalism versus Statutory Control – a preference for the exercise of individual
professional judgment and the maintenance of professional self-regulation as opposed
to compliance with prescriptive legal requirements and statutory control.
Uniformity versus Flexibility – a preference for the enforcement of uniform
accounting practices between companies and for the consistent use of such practices
over time as opposed to flexibility in accordance with the perceived circumstances of
individual companies.
Conservatism versus Optimism – a preference for a cautious approach to
measurement so as to cope with the uncertainty of future events as opposed to a more
optimistic, laissez-faire, risk-taking approach.
Secrecy versus Transparency – a preference for confidentiality and the restriction of
disclosure of information about the business only to those who are closely involved
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with its management and financing as opposed to a more transparent, open and
publicly accountable approach.

According to the Google Scholar Reference Index, Gray’s (1988) paper had been cited
over 980 times by December, 2013. However, Gray’ (1988) accounting values have also
attracted substantial criticism. Patel and Heidhues (2011), for example, examined
Gray’s (1988) framework of accounting values, and outlined limitations of the
accounting values. First, like the critique of Hofstede’s (1980) model, Gray’s (1988)
hypothetico-deductive methodology has been questioned (Heidhues & Patel 2011).
Gray’s (1988) accounting values relied on Hofetede's (1980) cultural dimensions and
criticisms regarding the simplistic and misleading concept of the national unit; thus
these criticisms could also be applied to Gray’s (1988) accounting values (Heidhues &
Patel 2011).

Despite wide criticism, Gray’s (1988) methodology has been adopted by numerous
studies, such as Chow et al. (1995), Li et al. (2001), Lin and Fraser (2008), and Tsui
(2001) in the Chinese context. This suggest that cultural differences would affect the
implementation and development of accounting reforms (Chow et al. 1995), jointventure investing preferences and performance (Li et al. 2001), Chinese auditors'
perceptions (Lin & Fraser 2008), and management accounting systems on managerial
performance decisions. Baskerville (2003, p.10) commented on the studies, replying to
Hofstede’s cultural dimension as follows:
...the use of Hofstede dimensions by accounting scholars raise more problems than it
solves…. If research in accounting is to better identify the drivers to this specificity in
accounting, it requires systematic modelling of characteristics of nations based on
well-established economic indices, as well as indices to take account of the nexus of
historical and political tension in each nation.
30

Chapter Two: Contextual Background and Literature Review
The reason that Gray’s (1988) framework obtained authority and prominence in
accounting research was because of “subsequent researchers’ unquestioning acceptance
and application of Gray’s methodology” (Heidhues & Patel 2011, p.274). Patel and
Heidhues (2011) suggested that future research should emphasise “the importance of
contextual factors such as political, legal, social and historical environments of
countries” (Heidhues & Patel 2011, p.274).

Following the suggestions of Heidhunes and Patel (2011), this thesis adopts a
methodological lens that privileges context in the study of the evolution of accounting
systems in China.

Consistent with this approach, Gao and Handley-Schachler (2003) examined the
influence of Confucianism, Feng Shui11, and Buddhism on the evolution of Chinese
accounting prior to 1980. Their study considered how these cultures influenced the
evolution of accounting systems, such as bookkeeping methods, accounting
information, the accounting profession, and government accounting and privatesector accounting. By doing this, Gao and Handley-Schachler (2003) attempted to
explain differences in accounting standards between China and western countries.
The authors argued that traditional Chinese accounting was significantly influenced
by these cultural variables, along with political, economic, and technological
factors. Following this study, Solas and Yahan (2007) conducted similar studies to
explore the impact of Confucianism, Feng Shui, Buddhism, and Yin-Yang 12 on
Chinese accounting behaviour and techniques. They argued that these cultural
11

Feng Shui is a Chinese philosophical system used to measure the harmony of human existence with its
surrounding environments (Gao and Handley-Schachler 2003).
12
Yin and Yang is used to describe complementary forces, such as light and dark or active and passive,
interacting to form a dynamic system (Solas and Yahan 2007).
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values are deeply rooted in Chinese culture, and thus continue to affect accounting
systems today. When Yee (2009) examined the re-emergence of the Chinese
certified public accounting profession in China, she asserted that the state's
significant role in the development of the accounting profession could be explained
by “the father-son relationship as encompassed within Confucian notion of wu lun”
(Yee 2009, p.71). This study showed how political and social factors were
associated with Confucian ideology, and how the combination of cultural, political,
and social factors has influenced the evolution of accounting in China (Yee 2009).

2.2.2 The socialist ideologies in Mao’s Regime

This section outlines Mao’s socialist ideologies from 1949 to 1957, and reviews the
literature examining the accounting systems during this period. To provide a better
understanding of Mao’s ideologies, this section will discuss two main ideologies, New
Democracy and Leaning to One Side. These ideological periods and the corresponding
accounting systems will be examined in more detail in Chapter Five.

With the establishment of the CCP-led PRC on 1 October 1949, China was at peace for
the first time in decades. The focus of the CCP turned from war to internal
development. A series of political campaigns and economic experiments were launched
under Mao’s leadership, and the Party attempted to build a socialist structure for
governing the state. The socialist ideology was considered essential to bring
administrative control and economic direction into alignment with the Party’s
ideological beliefs (Riskin 1991). Mao’s ideology of New Democracy was offered as
an intermediary channel to affect this socialist ideology (Riskin 1991).
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The New Democracy was originally conceived by Mao in the early years of the PRC
and closely followed principles of Marxist theory (Mao 1975)13. The purpose of this
ideology and its implementation was to destroy feudalism, monopoly capitalism, the
landed class, and the bourgeoisie to isolate the landlords and destroy bureaucratic
capital (Riskin 1991). In the early stages, it did not aim to wipe out capitalism
completely (Riskin 1991). In Mao’s view, China had to use all elements of capitalism,
from urban to rural, as long as they were beneficial to the national economy. The
ideology of the New Democracy permitted private property ownership by national
capitalists and small producers if it fostered production and economic growth (Mao
1947).

National capitalism reached its peak from 1952 to 1953 at the end of the New
Democracy movement. The first Five-Year Plan14 was formally launched in 1953, at
which time the government also announced a transition in its intention to structure the
state-centralised economic model by following the example of the Soviet Union (Grasso
et al. 2004). This marked the commencement of the Leaning to One Side movement15,
in which China was encouraged to learn from the Soviet Union to develop a highly
centralised, bureaucratic-driven program of modernisation (Grasso et al. 2004). To this
end, the CCP encouraged the development of a managerial class as well as skilled
technicians. The Soviet Union frequently provided expertise and equipment to design,
build, and operate modern manufacturing plants, as well as other technical and financial

13

Mao initially proposed the New Democracy in 1947.
The Five-Year Plan (1953-1957) was part of a series of social and economic development initiatives.
The role of the CCP was essential in these plans in establishing strategies for economic development,
setting growth targets, and launching reforms (Grasso et al. 2004).
15
This ideological movement has been described as both “Learning to One Side” and “Leaning to One
Side”. This thesis uses Leaning to One Side.
14
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aid to China (Dietrich 1986). In total, more than 8,000 Soviet engineers and technical
advisers were invited to China to teach Soviet methods (Schoppa 2011).

Consistent with Mao’s rejection of western thought and capitalist values, there was a
great demand for the establishment of accounting systems that mirrored the Soviet
Union’s industry accounting system. A limited number of studies have examined the
evolution of the bookkeeping methods of this time. Chen (1998) reviewed the rise and
fall of double-entry bookkeeping in China from the First Opium War to the adoption of
international accounting systems in 1992. Chen argued that double-entry bookkeeping
vanished in the 1950s to facilitate the CCP’s political ideology of destroying the
existing political and socioeconomic systems to build socialist China. Similarly, Chow
et al. (1995) argued that the newly adopted accounting equation, Application of Funds =
Sources of Funds, reflected a significant difference to western countries’ accounting
equation in form, structure and content. Different from the debit-credit method, this new
bookkeeping method adapted during the socialist movement used the words “increase”
and “decrease” as bookkeeping labels, with increases recorded on the left side and
decreases recorded on the right side (Chow et al. 1995). Chen (1998) commented that
this new bookkeeping system carried “a symbolic meaning with political, ideological
and cultural implications that Chinese socialist accounting was fundamentally distinct
from Western, capitalist accounting” (Chen 1998, p.86).

Other studies have examined the evolution of accounting systems in this period from a
broader perspective. For example, the studies of Xiao et al. (2004), Graham and Li
(1997), and Chan and Rotenberg (1999) argued that China’s Uniformed Accounting
System (UAS) adopted in the 1950s and 1960s was a highly specialised industry34
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oriented system that was used to meet the requirements of a planned economic system.
Solas and Ayhan (2008) argued that the purpose of this macro-oriented system was to
address government control, with little attention given to calculations of profit and
management for profit-driven entities. Therefore, the market mechanism and price
mechanism were suspended in this socialist system, as Solas and Ayhan (2008, p.147)
described the characteristics of this system:
[There is] collective ownership of production resources, [which is] supposed to result
in abolition of exploitation; there is only one social group in relation to the
manufacturing process: everyone is a worker. There is no income from work; the
value produced by the work must be returned to the worker either directly in the form
of remuneration, or indirectly in construction of collective services for the benefit of
the greatest number. The concept of profit as appropriation by the owner of the
enterprise of the surplus value is abolished.

This review of accounting studies in the first period of Mao’s regime indicates the
association between political ideologies and accounting systems. However, these studies
do not examine how the accounting systems were specifically influenced by the two
prevailing political ideas during the time, New Democracy and Leaning to One Side. To
examine how these accounting systems influenced, and were influenced by these
ideologies, Chapter Five will explore the role of accounting intellectuals in the diffusion
and acceptance of Soviet Union-style accounting practice.

2.2.3 The communist ideology in Mao’s regime: the Great Leap Forward, People’s
Commune and Cultural Revolution

This section will outline the second period of Mao’s socialist ideologies from 1958 to
1977, as well as the accounting literature that has examined this period. To obtain a
better understanding of Mao’s ideology in this period, three ideological movements are
considered: the Great Leap Forward, the People’s Commune, and the Cultural
35
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Revolution. Detailed information concerning these three ideologies and the
corresponding accounting systems will be investigated in Chapter Six.

The Great Leap Forward, the third ideological movement under Mao’s rule, commenced
in 1958. In 1957, Mao had returned from Moscow and found that China could not
obtain enough military aid to support the rapid development of its armed forces. In
Mao’s view, therefore, a "great leap" was necessary for China to become a great modern
power (Rice 1972). The principle of the Great Leap Forward movement was for China
“to go out, aim high and achieve greater, quicker, better, and more economic results for
the building of socialism” (Rice 1972). This campaign can also be seen as an attempt to
establish an independent Chinese ideological position separate from both the Soviet
Union and the Leaning to One Side movement. More specifically, Mao attempted to
establish his position as an “orthodox” Marxist-Leninist, while branding the Soviet
position as “revisionist” (Thornton 1982). Mao also rejected the principles of
centralised planning that had been learned from the Soviet Union in the Leaning to One
Side period and, instead, encouraged the Chinese people to become self-reliant and
build small-scale manufacturing facilities in their own villages and neighborhoods
(Grasso et al. 2004).

In conjunction with the Great Leap Forward, the People’s Commune was established in
1958. Chinese people were militarised, and communes were established as the basic
social units (Schoppa 2011). According to Meisner (1999), the People’s Commune
movement was considered a logical economic strategy following the Great Leap
Forward, when it became linked with “utopian visions of the imminent advent of
communism” (Meisner 1999, p.218). The People’s Commune movement was reinforced
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by rural cadres and poor peasants from below and Mao and Maoist radicals from above
(Meisner 1999). The People’s Commune included the government, as the main unit, and
an economic organisation, which managed the agricultural production and was
responsible for the development of industry and commerce, police, social services, and
even tax collection (Grasso et al. 2004). Rural markets were abolished, and peasants
were paid according to their need rather than in proportion to what their labour actually
produced (Grasso et al. 2004), These policies were consistent with the CCP's desire to
move beyond the capitalist economic system and towards communism (Grasso et al.
2004). By the end of 1958, around 99.1% of the rural population had been assigned to a
commune (Schoppa 2011). However, the failure of both the Great Leap Forward and the
People’s Commune movement was widely recognised. Data has shown that China’s
Gross National Product (GNP) decreased by 35% from 1958 to 1962, and the food
shortage in rural areas of the country resulted in the death of at least 30 million people
(Saich 2004).

The failure of the Great Leap Forward and the People’s Commune movement pushed
the CCP to adopt a different strategy to restore production and, in particular, assure food
supply for the population (Saich 2004). Peng Dehuai, the Defence Minister, attacked
Mao’s political decisions and campaigns in the Lushan meeting16. Peng has criticised
the CCP on a wide range of issues, such as democracy, the Party's relationship with the
masses, and particularly the launch of the People’s Commune movement. This meeting
led to a significant shift of political power away from Mao, and provided the basis for
the Cultural Revolution from 1966, which aimed to eliminate party members who were
against Mao (Saich 2004). The Central Committee of the CCP summarised the Cultural

16

This meeting was held in July to August, 1959 (Saich 2004).
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Revolution as follows: the purpose of the revolution is to fight against the power of
capitalism, to criticise the capitalist reactionary academic authorities and the ideologies
of the bourgeoisie and exploiting classes, and to reform education, literature and art, so
as to consolidate and develop the socialist system (Zhang 2005). However, it was
argued that the real purpose of the Cultural Revolution was to eliminate traditional
Chinese culture, to enable Mao to regain control over the nation’s progress (Chiapello
& Ding 2004). The Cultural Revolution came to an end shortly after Mao’s death, and
Hua Guofeng became his successor in 1976 (Chiapello & Ding 2004).

During this period, China was in a status of chaos. Its accounting systems suffered as
well, although few studies have examined accounting systems in this period. Two
notable exceptions reviewed the emergence of a new bookkeeping method. Lin (2003)
and Chen (1998) reviewed the rise and popularisation of the Increase-Decrease
bookkeeping method of the early 1960s following the separation of China from the
Soviet Union. This bookkeeping style, in fact, applied the same principles as the
double-entry system. The differences were that Increase-Decrease bookkeeping method
classified accounts into Application of Funds and Source of Funds, and the word
“increase” and “decrease” were used as bookkeeping labels (see details in Chen 1998).
Lin’s (2003) study argued that, despite the many advantages of this Increase-Decrease
accounting system, the 'open-door' policy and market economic system that emerged in
the late 1970s led to its being replaced by a Debit-Credit system.

Several studies, such as Graham and Li (1997), Yapa and Hao (2007), and Van Hoepan
(1995), describe accounting systems in the period of the Great Leap Forward as
“simplified accounting” and “accounting without books” (Graham & Li 1997, p.249).
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The accounting systems during the period of the Cultural Revolution eventually
deteriorated and disappeared entirely (Van Hoepan 1995; Yapa & Hao 2007);
Accounting teachers and professionals were sent to agricultural communes or factories
or to the army to become labourers so that they could develop ‘proper attitudes’ and
learn the importance of the working people in society (Yapa & Hao 2007). According
to Van Hopean (1995, pp.363-364):
During the ten years of the Cultural Revolution (1966-1976), accounting in all state
and collective enterprises was terminated, the accounting people were dismissed, and
the accounting departments in universities were closed …. Propaganda (e.g. movie,
drama, and novels) during the Cultural Revolution denounced accounting personnel.
This not only resulted in public prejudice against accounting and accounting
personnel but also led to the ruin of accountants both physically and mentally.

The Great Leap Forward and People’s Commune movements saw the adoption of
accounting practices that facilitated the transition to socialism. The Cultural Revolution
later resulted in the widespread destruction of accounting as a profession. Although
accounting systems were suspended during the early years of the Cultural Revolution,
the practice of accounting gradually recovered during the 1970s.

2.2.4 The socialist market system in Deng’s regime

This section will introduce the socialist market system in the period of Deng, and the
literature that examined the accounting systems of this period. The political background
will introduce Deng’s ideology, which shifted the focus from class struggle to economic
development and learning from other countries. More detailed information regarding the
political background of this period and the corresponding accounting systems will be
presented in Chapter Seven.
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Although Hua Guofeng was appointed as Mao’s successor after his death in 1976, his
appointment was not supported by many senior CCP leaders (Grasso et al. 2004). Deng
Xiaoping appeared to be a popular alternative and began a series of reforms that covered
almost every section of society, officially obtaining political leadership in 1978 17
(Grasso et al. 2004). The fundamental ideology advocated by Deng was Emancipating
the Mind and Seeking the Truth from Facts, which he announced at the CCP’s Third
Plenum of the Eleventh National Congress18 (Deng 1978, 13 December). Deng stated
that, in the past, people’s minds were confined within ideological taboos, the framework
of “phony” Marxism, with no one allowed to go beyond Mao’s “forbidden zones” of
thought. This led, Deng (1978, 13 December) argued, to an absence of innovation that
was not consistent with the spirit and principles of the CCP. Grasso et al. (2004, p.241)
listed the main political differences between Mao and Deng as follows:
Mao had stressed the need for ideological remoulding, while Deng called for
economic and technological change. Mao espoused class struggle, while Deng talked
of unity among the classes. Mao demanded economic self-sufficiency, while Deng
opened China to international trade, investment, and joint ventures – from capitalist
and socialist nationals alike. Mao taught that increased production, and therefore
progress, could be achieved through ideological motivation. Deng used material
incentives to get people to work harder.

In addition, by recognising the failure of the Soviet economic system, Deng and other
Party leaders set up several economic policies that moved China away from that system,
and attempted to establish a socialist market economy with unique Chinese
characteristics that liberalised the economic sphere while maintaining the central role of
state ownership (Solas & Ayhan 2007).

17

Chapter Seven will explore the power shift from Hua to Deng in more detail.
Third Plenum hereafter. This was a meeting held by the Central Committee of the CCP from December
18 to December 22, 1978 in Beijing. This meeting confirmed Deng’s leadership of China and marked the
time as one of reform.
18
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A number of studies have investigated the development of accounting systems in this
period. Some have focused on the technical nature of accounting systems. For instance,
Aiken and Lu (1998) investigated the evolution of bookkeeping in China under the
influence of western countries. They argued that the Chinese Accounting Standard for
Enterprises, issued in 1993, was a landmark accounting reform indicating that Chinese
accounting scholars and practitioners had begun to consider the western experience.
They further stated the change in bookkeeping methods was intended to enhance the
communication of accounting information, arguing that diverse accounting methods had
disturbed economic development and foreign investment (Aiken & Lu 1998).

Other studies have realised the influence of politics on accounting systems; however,
analyses have tended to focus on the technical aspects of accounting’s evolution. Chen
(1998) reviewed the history of debit-credit bookkeeping in China, and suggested that
the re-emergence, for example, of double-entry bookkeeping was the result of economic
reform launched by the Chinese government from 1978. This study further argued that
the evolution of debit-credit bookkeeping in China revealed “how accounting is
intertwined with the socioeconomic changes and political events in a society” (Chen
1998, p.90). Similarly, Lin (2003) reviewed the development and application of
bookkeeping systems in China, with an emphasis on the emergence and demise of the
increase-decrease bookkeeping method from the 1960s to 1980s. This bookkeeping
method was considered to be a social and cultural artefact that served Mao's political
demands (Lin 2003).

Xiao et al. (2004) examined the reason for the adoption of the UAS at the same time
that China started to align its accounting system with international practice. They
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suggested that strong political impacts, together with weak exchange markets and the
tradition of relying on the UAS, had negatively influenced the development of
accounting systems in China. Xiao et al. (2004) further emphasised that “the
government continues to act as the accounting regulator in order to retain political
control” (Xiao et al. 2004, p.210), and that accounting regulation was influenced by the
Ministry of Finance largely through the control of the Chinese Accounting Standards
Setting Committee and Chinese Institute of Certified Public Accountants. As noted
above, Ezzamel et al. (2007) demonstrated the evolution of accounting systems under
the influence of various political ideologies. Their study put forward the principle of
economic-development primacy, marketisation, and mixed ownership as Deng’s
ideological foundation, and addressed the emergence of different accounting system
during this period.

Thus only a few papers have explored the evolution of accounting systems from 1978
to 1992. Furthermore, most studies have emphasised the technical nature of accounting
systems. Relatively unexplored is how political ideologies, class struggles and learning
from other countries have affected accounting systems.

There is a relative shortage of ideological studies in the context of developing countries
in general, and China in particular. Although some notable studies have focused on
China in recent years, such as Ezzamel et al. (2007) and Yee (2009), these have looked
mainly at the broader periods following Mao and Deng’s wider political movements,
and have not examined the specific sub-movements within these political periods.
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In addition, studies examining the development of accounting systems in China between
1949 and 1992 are largely absent from the literature. Chen and Chan (2009) reviewed
and synthesised the literature on the history of Chinese accounting, and noted only 11
studies examining the development of accounting. A careful review of these papers
showed that five explored accounting systems prior to 1949 (see Fu 1971; Chan et al.
2001; Auyeung & Ivory 2003; Ji 2003; Auyeung et al. 2005), two emphasised the
influence of culture, such as Confucianism, on the development of accounting systems
(see Bloom & Solotko 2003; Gao & Handley-Schachler 2003), one is a literature review
(see Lu & Aiken 2003), and only three covered the period from 1949 to 1992. Of these
three papers, two investigated the development of bookkeeping methods (see Aiken &
Lu 1998; Lin 2003), with Ezzamel et al. (2007) being the only one to provide a
comprehensive evaluation of the evolution of accounting in this period.

Against this background, this thesis attempts to distinguish the history of China in the
period of Mao and Deng, and trace the different political ideologies that have been
adopted between 1949 and 1992. In turn, this study will also examine how the
accounting system served a political purpose, and maintained the CCP's political
hegemony throughout these time periods. In other words, this thesis aims to provide a
more comprehensive and thorough understanding of how accounting systems responded
to the requirement of different political ideologies at particular times.

2.4 Summary
This chapter reviewed the existing accounting literature that related to the mutual
impact of political ideologies and accounting systems. In addition, this chapter
discussed the development of political environments in China from the Confucian
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period to the two distinctive periods under the Maoist regime and then the Deng era.
The corresponding accounting literature following these political contexts was
reviewed. After reviewing these studies, this chapter identified a research gap in the
literature, and addressed the contributions of this thesis.
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The purpose of this chapter is to develop the theoretical foundation for this thesis. It
reviews different critical theories to obtain an understanding of their suitability to this
thesis. Based on this review, Gramsci’s theory of hegemony is selected as the most
appropriate approach for interpreting the results of this research, and the main concepts
of this theory and the adoption of this theory in this thesis are discussed in detail.

3.1 Different critical theories in accounting studies
Lodh and Gaffikin (1997) identified a number of critical theories that have been widely
used in accounting studies: namely symbolic interactionism and enthnometholody,
political economy (including Marxian approaches), Habermasian critical theory,
Foucauldian critical theory, Gidden’s structuration theory, critical structuralist, the
technosocientific approach (e.g. actor-network theory), Derrida’s deconstructionism,
social constructionism, and Gramsci’s theory of hegemony. This section will briefly
look at these theoretical frameworks, including a brief review of key studies in recent
years19 and key contents of these approaches, and offer a justification for the selection
of Gramsci’s theory for this study.

Symbolic interactionism and ethnomethodology: These are important ethnographic
genres that have been widely used in the accounting literature (e.g. Boland Jr & Pondy
1983; Preston 1986; Roberts 1991; Boland & Gordon 1992; Jönsson & Macintosh 1997;
Ahrens & Chapman 2006; Haynes 2006; Hudaib & Haniffa 2009). Symbolic
interactionism attempts to explore the role of concepts and symbols in the actor's
19

Appendix One summarises key studies in critical social theories.
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conducting his or her social life (Tomkins & Govers 1983a; Chua 1988; Roberts 1991;
Jönsson & Macintosh 1997; Parker & Roffey 1997). This theory pays special attention
to the action of different groups relative to their world view. More specifically, it
concerns how actors make their actions meaningful, and explores the concepts and
symbols they use and think about to conduct their life. The focus of research, in this
sense, is to obtain knowledge of the actor’s inter-subjective or shared symbolic world
(Jönsson & Macintosh 1997). Aligning with other critical studies, this approach has
recognised that the meaning of a particular human activity is dynamic, and can only be
known in its social, historical and cultural circumstances (Jönsson & Macintosh 1997;
Parker & Roffey 1997; Hudaib & Haniffa 2009). Slightly different from symbolic
interactionism, the main concern of ethnomethodology is how actors choose their
actions, and the order of actors’ everyday social practices (Tomkins & Govers 1983a;
Chua 1988; Jönsson & Macintosh 1997; Chapman et al. 2009). However, symbolic
interaction is criticised as an “over-rational model of man” that ignores people’s
emotion in real life (Tomkins & Govers 1983a, p.370), and the researchers themselves
are criticised for seeking offer meanings for action by adopting the actor’s definition of
situation, and ignoring the independence of researchers’ interpretation (Chua 1988).
Ethnomethodological analysis is considered as a rather ambitious theoretical tool that
attempts to recognise a generalised social context incorporating an infinite range of
variational contexts in the world; this social context does not affect people’s
understanding towards the world. This generalised context has been described by Chua
(1988, p.65) as “flexible and patterned, subjectively experienced and externally
objective, uncertain and certain, indescribable and describable” (Chua 1988, p.65).
Considering the characteristics of this critical approach, the ethnographic approach is
often regarded as a valuable theory in management accounting research (e.g. Boland Jr
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& Pondy 1983; Chua 1988; Ahrens & Chapman 2006; Hudaib & Haniffa 2009) as an
approach for understanding the effectiveness of accounting systems in an actual
organisational setting.

Political economic theory: This theory is influenced directly or indirectly by Marxist
political thought, and provides an alternative theoretical framework for understanding
the relation between the micro world of accounting and the macro economy (Cooper &
Sherer 1984; Arnold 2009; Chapman et al. 2009). Following Marxism, the politicaleconomy approach rejects the view that accounting is a neutral recording tool with the
aim of enhancing the market's allocation efficiency; rather, it emphasises that
accounting is a party-spirited practice used to distribute and transfer social wealth
among various social classes. This political nature of accounting has been widely
examined since the 1980s (e.g. Cooper & Sherer 1984; Puxty et al. 1987; Arnold &
Hammond 1994; Gray et al. 1995; Buhr 1998; Boczko 2000; Fleischman 2000; Oguri
2005; Wickramasinghe & Hopper 2005; Sikka 2008; Arnold 2009; Chapman et al.
2009; Bryer 2012; Williams & Adams 2013). In this view, accounting may influence or
be influenced by relations of power within the broader political and economic contexts
in which it operates. Accounting can be seen as political, with its practices shaped by
ruling classes and their political ideologies; accounting practices, in turn, influence the
distribution system of wealth and power within human societies (Cooper & Sherer
1984; Gray et al. 1995; Boczko 2000; Arnold 2009). As noted, this theory is more
focussed on the role of human agency and the corresponding superstructure relative to
the economic base (Gallhofer & Haslam 2006), and places less emphasis on the role of
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political ideologies20. Considering the importance of politics in the Chinese context, as
argued by many notable studies (e.g. Ezzamel et al. 2007; Yee 2009), this theory may
not be sufficient to interpret the development of accounting systems from an ideological
perspective in China.

Habermas’s approach: Habermas notes it is insufficient to justify the acceptance of any
morality, law and regulation on the basis of individual moral judgement because of
his/her different understanding and acceptance towards the acceptability of particular
acts; however, he emphasises the role of the community in rational argument
(McKernan & MacLullich 2004; Lehman 2006). In other words, Habermas emphasises
that “the achievement of general acceptance of any norm requires development of a
consensus moral view among members of society…and such consensus can only be
developed through a process of unbiased and truthful cooperative discourse” (Unerman
& Bennett 2004, p.689; Noël et al. 2010; Laughlin 1987). This view has been used in
some critical accounting studies to understand various accounting changes as social
phenomena,

such

as

accounting

system

techniques,

accounting

regulation,

accountability, strategic planning, and corporate responsibilities (e.g. Laughlin 1987;
Lodh & Gaffikin 1997; Parker 2002; Holloway 2004; Unerman & Bennett 2004; Dillard
& Yuthas 2006; Lehman 2006; Noël et al. 2010. However, some limitations of this
approach have been pointed out by Laughlin (1987, p.485): first, other critical theorists
normally hold clear positions on many issues, such as the repression of their theory.
However, Habermas is focussed on “the preconditions for a discussion which leads to
the formulation of these viewpoints as well as supplying criteria for judging their
legitimacy”, rather than defining a particular position on specific issues (Laughlin 1987,
20

This will be further discussed in Chapter Four.
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p.485); and second, if his discursive processes are followed, it is still uncertain whether
that critical understanding about such a phenomenon and change would occur in the
future. In this sense, Habermas places more emphasis on discourse and its influences
over macro-structural setting, but addresses political ideologies only indirectly, which
makes this approach insufficient for the present study.

Foucauldian critical theory: Foucauldian theory is concerned with the interrelationship
between power and analysis of discourse. It defines discourse in various ways, such as
an “individualisable group of statements”, or “regulated practice that accounts for a
number of statements” (McKinstry 2007, p.985). Foucault emphasises that discourse is
constructed according to specific functions, and facilitates the exercise of power through
a network of institutions, such as examinations, schemes, and schedules, that could
impose a particular conduct (Martinez 2011). Foucault’s work has received a great deal
of attention from accounting historians and theorists (e.g. Stewart 1992; Fleischman
2000; Jeacle & Walsh 2002; Kearins & Hooper 2002; Vollmer 2003; Walsh & Jeacle
2003; Hooper et al. 2005; Haigh 2006; McKinstry 2007; Lambert & Pezet 2010; Tuck
2010; Walker 2010; Kosmala & McKernan 2011; Martinez 2011). Foucauldian theory
has helped many accounting historians understand accounting systems as a mechanism
of power and domination (e.g. Hoskin & Macve 1986, 1988; Walsh & Stewart 1993;
Carmona et al. 2002). This critical framework is also powerful for exploring accounting
change in a specific time and space, but it might be less relevant to addressing
accounting history over a longer period. Foucault's framework of power and knowledge,
however, obscures the differences between “accounting control and bureaucratic rules”
(Armstrong 1994, p.50). This hinders its usefulness as a tool for examining the diffusion
of accounting technique, with which this thesis is concerned.
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Giddens's structuration theory: This theory explains the relationship between microlevel practices and social systems, then establishes a linkage between the agent’s actions
and social structures (Conrad 2005). The central notion of structuration theory is the
duality of individual practice and social structures. Duality of structure refers to the
mutual influence between human behaviours and social structures: human actions are
constrained by the social structures within which they take place, and in turn, their
behaviours impose social structures by challenging the status quo (Giddens 1984).
Giddens’s structuration framework has been used to explore management accounting
(e.g. Busco 2009; Baldvinsdottir et al. 2010; Dillard & Roslender 2011), as well as
consequences of new accounting regulations (Baldvinsdottir et al. 2010). However, this
analytical framework has been questioned by Englund and Gerdin (2007) in two ways.
First, Giddens’s belief is that there is a systemic form for recurrent social actions, and
hence that structure objectively exists. However, institutional structures are comprised
of a set of normative rules that are socially structured (Englund & Gerdin 2007).
Second, based on the assumption of duality of structure, structure is assumed not to
constrain human action in a deterministic way; rather human action is considered to be
shaped by a particular context in a specific time and space. Research is conducted
within a set of structures that are assumed to exist in a specific time and space to explain
the meaning of human behaviour, and this behaviour is considered to have a
corresponding relationship with this set of structures. This theory specifically considers
the link between agents and institutional structure, but does not facilitate of the role of
political ideology in the construction of institutions, nor does it examine its influence
on structures and human agents.
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Structuralism: There has been a complex and unsolved argument between structuralism
and post-structuralism in terms of epistemological lenses, with the latter believed to
play a more significant role than the former in the development of critical accounting
research (Crowther et al. 2006). The structuralist approach involves research that tries to
isolate the underlying structures of social systems from “the intentional actions and
interactions of individual social actors” (Scapens & Macintosh 1996, p.676). In
accounting, structuralist researchers attempt to isolate structures underlying the surface
of the organisation in which they operate, and pay less attention to agents’ social actions
and interactions. In this way, researchers assert their own narrative about the meaning of
accounting, such as management or control systems, rather than using the manager’s
interpretation (Scapens & Macintosh 1996). Critical structuralists have used different
theories to construct their interpretation of corporate financial reports. For instance,
Davison (2011) uses Genette’s theory to unpack both invisible and visible elements of
the annual reports; Lodhia and Jacobs (2013) adopt Bourdieu’s theory of practice to
investigate public-sector environmental reporting in Australia; Crowther et al. (2006)
relies on structural poetics to interpret the corporate annual report from a cultural aspect.
From these studies, it can be seen that critical structuralism has been more frequently
applied to obtain insights from financial reports.

Technoscientific approach: The actor-network theory, as a typical example of this
approach, has attracted considerable attention in accounting studies (e.g. Chua 1995;
Jones & Dugdale 2002; Lowe 2004; Dechow & Mouritsen 2005; Lowe & Koh 2007;
Arnaboldi & Azzone 2010; Christensen & Skærbæk 2010; Pipan & Czarniawska 2010;
Skærbæk & Tryggestad 2010; Dambrin & Robson 2011; Justesen & Mouritsen 2011;
Muniesa & Linhardt 2011; Lowe et al. 2012; Becker et al. 2014; Boll 2014). This
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approach originally emerged from social studies of science and technology to offer a
useful framework for understanding the emergence of scientific ideas and technological
artefacts (Jones & Dugdale 2002). The focus of this approach is to explore the thoughts
and activities of system-builders in the process of constructing extensive networks of
alliances, aligning with their actions of struggle against counter-actors and antiprograms (Jones & Dugdale 2002; Dechow & Mouritsen 2005; Becker et al. 2014). In
accounting, actor-network theory has shifted the focus of understanding accounting
phenomena from an ideological, professional and political perspective to bring back the
central role of calculation (Justesen & Mouritsen 2011). Considering the characteristics
of this theory, which emphasises calculations and focusses less on surrounding contexts,
it is inappropriate for the consideration of accounting systems in China's political and
historical context in this thesis.

Derrida’s deconstruction theory: This theory has not been well explored in the
accounting community; only a few notable studies have adopted this approach to
investigate and interpret accounting phenomena (e.g. Arrington & Francis 1989;
Ezzamel & Hoskin 2002; McKernan 2011). Deconstruction uses texts to examine “how
the legitimacy of any claim to an external metaphysical grounding (beyond the text
itself) is supported by only the linguistic and rhetorical, perhaps sophisticated, strategies
of the author” (Arrington & Francis 1989, p.3). This approach aims to argue that writing
can never be isolated from its field of operation to demonstrate its power in social
reality (Moore 1991; Robson 1992). Deconstruction aims to understand different
realities through decoding the text of language, and each individual may reach a
different interpretation of the same text (Funnell 1996). This approach is therefore more
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suitable for discourse analysis, than for the investigation of accounting history over a
long period.

The social-constructionist perspective: This approach has been widely accepted by
many accounting scholars (e.g. Richardson 1987; Fischer 1996; Rutherford 2003;
Walker 2003; Fearfull & Kamenou 2006; Parker 2008; Chakhovich 2013). Social
constructionism is defined by Hacking (cited in Chakhovich 2013, p.135) as “displaying
or analysing actual, historically situated, social interactions or causal routes that led to,
or were involved in, the coming into being or establishing of some entity or fact”. The
central character of the social-constructionist approach is that it recognises the
important role of human action in the construction, perpetuation and destruction of
knowledge (Fischer 1996; Fearfull & Kamenou 2006). When this approach is adopted
in accounting research, accounting processes and language are considered as central to
organisational actors in the process constructing their world (Richardson 1987; Hines
1988; Hines 1989; Tang & Lau 2000; Laughlin 2004; Parker 2008). Although this
perspective recognises the existence of various interests in society and attempts to find
out the means by which “those interests negotiate the reality within which individuals
interact, and, at that level of analysis, how these definitions of reality are sustained or
undermined”, it does not provide guidance through identifying the relative priority of
interests in society (Richardson 1987, p.349). In this way, the literature adopting this
approach has failed to give sufficient attention to the interests that are affected by and
attempt to affect accounting (Richardson 1987). This gap brings challenges for this
thesis, which aims to identify the real power underlying society that has influenced
changes in accounting systems.
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Gramsci’s theory of hegemony has been selected as the theoretical lens for this thesis.
The value of Gramsci’s theory for this study is that it facilitates the predeterminisation
of power and permits an examination of how power is diffused through techniques such
as accounting systems.

3.2 Gramsci’s theory of hegemony
3.2.1 Gramsci and his theory of hegemony

Antonio Gramsci (1891-1937) was an Italian writer, philosopher, politician and linguist
as well as the founding member and one-time leader of the Communist Party of Italy
(Bates 1975). After his arrest and imprisonment at the hands of the Fascist regime in
1926, Gramsci wrote his Prison Notebooks, which traced his views on Italian history,
nationalism, Marxist theory and critical theory (Bates 1975). Gramsci attempted to
identify relationships between political control, economic crisis, and civil society in his
prison books by revising the classical Marxist role of the state in society. As a critical
thinker, he rejected many mainstream ideas and believed that while an economic base is
essential to produce outcomes, political and ideological concepts are ultimately decisive
in decision-making (Femia 1975). Gramsci provided an insight into historical events in
different countries, and believed that humans generate and maintain their own historical
processes in specific times and places (Simon 1982).

Gramsci’s idea of hegemony is derived from classic Marxist theory, but is considered to
have overcome some of the limitations of Marxist theory. Gramscians such as Simon
(1982) have argued that the understanding of economics in Marxist theory has
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prevented an thorough understanding of the nature of the dominant system of capitalism
(Simon 1982).

A common interpretation of Marxism argues that economic developments, or
productive forces, are the fundamental drivers of socio-political development (Simon
1982). It is within an economic base that political changes and struggles are argued to
occur. Marxist ideas view economic crises and economic collapse as inherent in
capitalism, arising as a result of conflict between economic and productive forces
(Simon 1982). Gramsci suggested that this view assumes the existence of a passive
labour force that waits for and expects an inevitable economic crisis in order to spark
change in the power relations within capitalist systems (Simon 1982). Gramsci argued
that, instead, the foundation for social transformation comes from political initiatives
that shift the balance of class power (Simon 1982). Hegemony is considered to be a
dynamic relationship among various social classes, which mobilise and combine to
form a system of alliances to create the conditions for achieving power. Richardson
(1987, p.350) summarised three main differences between the Marxist and Gramscian
approaches:
First, Gramsci rejects the definition of class based on the individual’s position in the
productive process. Second, hegemony was regarded [by Gramsci] as a material
aspect of society and not a “superstructure” to be derived from economic relations.
Third, Gramsci asserted that hegemony was used by all ruling classes including the
proletariat. He, thus, called on the proletariat to undermine the hegemony of capitalist
interests and establish working class hegemony rather than focussing on control of the
labour process.

One of Gramsci's significant contributions was his development of the notion of
hegemony. Hegemony is particularly concerned with how dominance is established and
55

Chapter Three: Theoretical Development

maintained (Simon 1982). Marxists initially considered the concept of hegemony in
their argument for an inevitable socialist revolution that would arise by the early 20th
century as a result of political leadership being overtaken by the working class (Bates
1975).

However, when this did not occur, and instead capitalism appeared to be

becoming more entrenched, Gramsci sought an explanation through an extension of his
understanding of hegemony. Instead of viewing the exercise of hegemonic power as a
function of violence and political and economic coercion, Gramsci suggested that
hegemonic control could also be exercised ideologically; that is, through the
development of a hegemonic culture where the values of the ruling class became seen as
the “common sense” values (Bates 1975，p.659; Goddard 2002). This development of
a “consensus culture” would help ensure the maintenance of the status quo rather than a
revolution of the working-class against the bourgeoisie (Bates 1975). Williams (1960,
p.587) defined hegemony as:
…an order in which a certain way of life and thought is dominant, in which one
concept of reality is diffused throughout society, in all its institutional and private
manifestations, informing with its spirit all tastes, morality, customs, religions and
political principles, and all social relations, particularly in their intellectual and moral
connotations.

Hegemony, therefore, describes the power or domination of a social group or ruling
class over other groups by manifesting its intellectual and moral leadership (Cooper
1995; Greaves 2008). The concept of hegemony suggests that political leadership is
achieved by the consent of the led, and that diffusion and popularisation of such groups’
world view is an approach to maintain leadership (Bates 1975). The leading group
obtains consensus from a majority of the population and creates conditions for the
development of a strong economic base, which then provides a range of possible
outcomes that can be shaped by political and ideological activity (Gramsci 1978;
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Goddard 2002; Lee 2009). This leading group – that is, the hegemonic class – gains the
consent of other groups by the creation and maintenance of a system of political and
ideological alliances that may last for an entire historical period (Goddard 2002; Simon
1982; Spence 2009).

Gramsci conceived power as a relationship, and believed it can be explained in terms of
civil and political society. He explained the elements of social hegemony as (Gramsci
1971, p.12):
[t]he “spontaneous” consent given by the great masses of the population to the
general direction imposed on social life by the dominant fundamental group…. The
apparatus of state coercive power which “legally” enforces discipline on those groups
who do not “consent” either actively or passively. This apparatus is, however,
constituted for the whole of society in anticipation of moments of crisis of command
and direction when spontaneous consent has failed.

Civil society is considered as the sphere where different classes, such as capitalists,
workers, and other social groups, participate in political and ideological struggles, and
where they may produce democratic struggles (Goddard 2002). Civil society, the
ensemble of private organisations such as churches, trade unions, political parties,
media and cultural associations, is also supposed to contribute to the formation of the
social and political landscape (Simon 1982). Distinct from the civil society is political
society, or the state. This refers to the coercive relations that show up in a variety of
national institutions, such as the armed forces, government, police and the law (Goddard
2002; Yee 2009). These coercive forces are materialised as a last resort for their
“effectiveness on the State’s monopoly of coercion” (Simon 1982, p.70). Gramsci saw
these two levels of power or domination as intertwined, and their purpose was related
“on the one hand to the function of ‘hegemony’ which the dominant group exercises
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throughout society and on the other hand to that of ‘direct domination’ or command
exercised through the State and ‘juridical ’ government” (Gramsci 1971, p.12). In other
words, a ruling class exercises its power over other classes in civil as well as political
society through its predominance in the state. Domination or power is “diffused through
civil society as well as being embodied in the coercive apparatuses of the state” (Simon
1982, p.72).

Gramsci also suggested that hegemony should be achieved through a combination of
coercion and intellectual and moral leadership. He argued that while the capture of state
power can be achieved via coercive forces, an effective maintenance of power lies in the
capacity of a ruling party to continuously balance the interests of diverse social forces.
This requires constant renegotiation among various class interests in shifting sociopolitical relations, and may involve many social movements that depend on the interests
of a variety of stakeholders, and not necessarily the productive forces. Central to this
process is the development of a collective consciousness that allows a political alliance
to be established and maintained (Simon 1982).

3.2.2 Ideology, traditional and organic intellectuals, maintenance of hegemony and organic
crisis in Gramsci’s theory of hegemony

This section will introduce three concepts – political ideologies, traditional and organic
intellectuals, and maintenance of hegemony and organic crisis – that are essential to
understanding hegemonic construction from Gramsci’s perspective.

Ideologies: Ideology is often defined as an intellectual framework that consists of the
use of languages, concepts, thoughts, and representations that social members use to
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comprehend how the society functions (Hall 1986). Gramsci explained this concept to
highlight the practical implications of ideology, as Simon (1982, p.58) described:
Ideology is…not something that…floats in the air high above the political and other
practical activities of men and women. On the contrary, it has a material existence in
these practical activities. It provides people with rules of practical conduct and moral
behaviour, and is equivalent to ‘a religion understood in the secular sense of a unity
of faith between a conception of the world and a corresponding norm of conduct’.

Ideology, from the perspective of Gramsci, is embodied in people’s collective and
communal living.

Further, ideology is able to assist in “the creation of a higher

synthesis” through fusing its different elements in a collective will; this synthesis is
beneficial for political leaders’ hegemonic leadership throughout the hegemonic period
(Goddard 2002, p.658). In this way, ideology may be seen from a constructionist
perspective as a means of reality creation and re-creation that occurs as practices are
formed, diffused, and (re)acted upon (Greaves 2008).

The organisations within which ideology diffusion takes place are also crucial to the
understanding of hegemony. In his Prison Notebooks, Gramsci (1971, p.31) makes
particular note of the importance of the public sector: “hegemony presupposes that
account be taken of the interests of the groups over which hegemony is to be exercised”,
such that “the leading group makes sacrifices of an economic-corporate kind” in order
to maintain its hegemonic position. The provision of public services, via the public
sector, has been suggested as one such sacrifice, which enables the creation of
“hegemonic institutions whose primary purpose is to maintain a consensus within
society but also maintain the dominance of one social group” (Goddard 2002, p.659). It
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is through these hegemonic institutions that certain societal practices are developed and
diffused to slowly emerge as the dominant ideology.

Ideology has been regarded as a central concern and discursive phenomenon in the
process of the reproduction of economic systems, and the accounting professional plays
an important role in this process. Cooper (1995, p.176) argued that ideology is an
essential part of understanding accounting systems:
Ideology is seen as working through accounting to give certain signifiers an
authoritative position in terms of their role of helping us to understand the world, and
at the same time, to silently exclude other ways of understanding the world…. [W]e
are taught to believe that we are able to choose our values and understandings of the
world [emphasis added].

Yee (2009) argued that an effective way of spreading and embodying the ideology of
the state is to incorporate it into the educational system and socialisation practices. This
hegemonic strategy facilitates the ideology of the state to become popular, and
eventually to be rooted into the cultural values and social norms of the ordinary people
in the society. This reflects that hegemonic dominance is attained through the different
approaches in which the intellectuals of civil society form institutions that shape the
development of social structures in a direct or indirect way into cognitive structures, and
evaluate social reality (Femia 1975, p.31). This effect, according to Gramsci, is largely
facilitated through education. Hence school education can be regarded as a fundamental
approach of exercising power in civil society.

Traditional and organic intellectuals: Gramsci emphasises the essential role of
intellectuals in hegemonic construction. Prior to examining the concept of intellectuals
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themselves, it is important to appreciate two main ideas that underlie Gramsci’s view of
them. The first is that there should be no division between manual and intellectual
labour in a civil and political socialist system, in contrast to a capitalist system. In other
words, everyone has the potential to be an intellectual regardless of whether he/she
belongs to civil or political society. The second idea is that the new ruling class obtains
knowledge of power from the previous state, and that intellectuals should attempt to
fundamentally change their understanding towards this knowledge in the transition to
socialism (Simon 1982). In this way, the scope of intellectuals has been extended to
include all the people who have “the function of organisers” in different disciplines of
society, such as production, politics, and culture (Simon 1982, p.94).

Gramsci (1971) introduced two types of intellectuals – traditional and organic – whom
he perceived as agents of ideological practice. He considered these intellectuals to be an
essential force that assists the state in educating people and providing for the
organisation and development of a common conception of the social structure. Gramsci
(1971) therefore considered that these traditional and organic intellectuals play a central
role in diffusing ideologies during the process of hegemonic construction (Gramsci
1971). Traditional intellectuals are seen as those who “put themselves forward as
autonomous and independent of the dominant social group” (Gramsci 1971, p.3),
whereas organic intellectuals are created as a result of the emergence of a new social
class and specialise in some part of its activity (Gramsci 1971). Traditional intellectuals,
therefore, can be seen as the former organic intellectuals of previous hegemonic states.
Gramsci argued that the most complicated and difficult issue arising in any social
transformation is the struggle to absorb the traditional intellectuals within the group of
organic intellectuals in the moral and academic sense (Gramsci 1971).
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Gramsci emphasised organic intellectuals by describing them as “elite”, believing them
to be those who help the working class take over the hegemonic leadership of the state
and acquire the necessary political consciousness through various moral and intellectual
reforms (Simon 1982, p.99). On the other hand, Gramsci (1971, p.334) confessed that
“the process of creating intellectual is long, difficult, full of contradictions advances and
retreats, dispersals and regroupings”.

Maintenance of hegemony and organic crisis: Gramsci emphasised the importance of
maintaining power, which is equally as important as obtaining political hegemony for
the dominant class. According to Gramsci, hegemony is largely achieved and
maintained when three social conditions reinforce each other to create a largely stable
and consensual order: the productive forces of a society are controlled by the state; the
prevailing world views held by the public tend to reinforce the value of the ruling class;
and the state institutions universalise the productive relations and make their
management more objective and merely bureaucratic (Rucki 2011). Only when these
three conditions reach alignment do the prevailing economic, social and state
institutions come into a level of stability; and only then can the dominant class solve
conflicts through logic and legal structures (Rucki 2011).

Furthermore, Gramsci argued that even if this class firmly holds the power, it must
continue to fight for leadership. Continuous activity is required to “maintain and
strengthen the social authority of the ruling class”, and more importantly, to encourage
civil society to adapt “the existing system of alliances to changing conditions and to the
activities of the opposing forces” (Simon 1982, p.37).
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Organic processes are preceded and attached to the movement of ideological and moral
leadership, and also reflect human relations (Greaves 2008). In other words, humans’
identity and self-consciousness are not separated from their historical stories and
struggles. Intellectuals are organic only when they can be analysed in the specific
organisation and context (Greaves 2008). However, organic states do not always exist
throughout the hegemonic period. In the process of attempting to maintain leadership
an organic crisis may occur. As (Gramsci 1971, p.178) stated:
A crisis occurs, sometimes lasting for decades. This exceptional duration means that
incurable structural contradictions have revealed themselves (reached maturity) and
that, despite this, the political forces which are struggling to conserve and defend the
existing structure itself are making every effort to cure them, within certain limits,
and to overcome them.

Gramsci suggests that an organic crisis may last for a relatively long period, which
reflects an immature political leadership. Different approaches may be adopted to
reorganise the hegemony, and the common aim of these approaches is to protect the
dominant group's interest, rather than relinquishing the power of the hegemonic class.
An appropriate way of curing a deep crisis is through reshaping state institutional
systems and forming new ideologies. However, if the power of the state is insufficient
to shift the current balance, coercive force might be used to establish a new hegemonic
leadership (Pun 1996).

3.2.3 Literature review

Gramsci’s theory of hegemony has been used by many accounting researchers (e.g.
Lehman & Tinker 1987; Richardson 1987, 1989; Cooper 1995; Goddard 2002;
Gallhofer & Haslam 2006; Spence 2007; Boyce 2008; Yee 2009; Lee 2010; Merino,
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Mayper & Tolleson 2010; Yee 2012). Among these studies, the concept of hegemony
has been commonly used to study the accounting profession in both capitalist and
socialist economic contexts to provide explanations of its relationship with the state
(Lehman & Tinker 1987; Richardson 1989; Cooper 1995; Goddard 2002; Yee 2009,
2012). In the Gramscian view, ideologies are central for the ruling class to establish and
maintain moral and intellectual leadership in the state (Goddard 2002; Spence 2007;
Yee 2009). The accounting profession, as a key group of intellectuals, plays an
important role in reshaping public opinion. Boyce (2008, p.255), for instance, argued
that the accounting academic should “actively consider their position in relation to the
global hegemonic balance”; a similar view has been expressed by other accounting
scholars, such as Merino et al. (2010), Gallhofer and Haslam (2006) and Saravanamuthu
(2004). The following paragraphs will review some notable examples of the use of
Gramsci’s theory of hegemony in western accounting literature and Chinese research.

Many studies have used this theory to explore how accounting becomes a political tool
to solve social conflicts. Cooper (1995) used Gramsci’s theory of hegemony to
demonstrate how accounting has been used to suspend the criticism of capitalism and
further maintain the capitalist system, using the National Union of Journalists as a case.
Cooper analysed the theory in three different dimensions, and reviewed the
corresponding role of the accounting system in respective dimensions. The first
dimension is the coercive aspect of hegemony. In this aspect, accounting is intertwined
with the state to support the hegemonic leadership of capitalism. The second dimension
is the ideological aspect of hegemony, and accounting is seen as a discursive practice
concerned with the reproduction of capitalism. The third dimension is the leadership
aspect of hegemony, and accounting, in this aspect, is used by the new hegemonic
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leadership in a political manner to create its leadership as well as resist the extant
hegemonic leadership. Spence (2009) used Gramsci’s theory of hegemony to reveal the
hegemonic function of corporate social accounting, arguing that rather than exposing
social conflicts, corporate social accounting has been employed to hide them. Similarly,
Lehman and Tinker (1987) used Gramsci’s theory to explore the relationship between
accounting discourses and state hegemony by reviewing the publications of three major
accounting journals from 1960 to 1973. They identified that the discursive role of these
journals evolved following hegemonic leadership shifts over time. In this way, they
argued that discursive practices in accounting can be used as “ideological weapons”
when the profession participates in conflicts over the distribution of social wealth
(Lehman & Tinker 1987, p.503).

Similarly, some studies have also revealed the political nature of accounting through
Gramsci’s theory of hegemony. Richardson (1989) adopted this theory to examine the
role of accounting as a legitimating institution at both the organisational and social
levels. In this paper, Richardson (1989, p.432) argued that Chartered Accountants used
their “moral and intellectual leadership (i.e. hegemony)” in an attempt to manufacture
dominance over the accounting profession in Ontario, Canada. Alawattage and
Wickramasinghe (2008) conducted fieldwork in Sri Lankan tea plantations to show how
political hegemony is diffused into economic enterprises. Their paper argued that
accounting is used as a political tool for labour control in developing countries, instead
of as a technical tool solely for calculating and recording purposes. Jayasinghe and
Matilal (2011) examined the interrelationships between accounting calculations and
hegemonic struggle based on a case study of premiership football in the UK. The study
showed two main findings. First, accounting is used as a tool to achieve hegemonic
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control and maintain autonomy by the state in regulating social clubs on a macro level.
Second, accounting techniques are used as a tool to achieve state macro-level political
economic strategies.

Goddard (2002) adopted Gramsci’s theory to explore the evolution of the accounting
profession in the public sector in UK from the 19th century. In this historical analysis,
Goddard (2002) argued that Gramsci’s theory is useful for providing a historical view of
“how and why complex interests changed and moved in particular directions to give rise
to a specific configuration of profession-state relations” (Goddard 2002, p.660). The
analysis emphasised the impact of ideologies on the accounting profession and
accounting techniques by following three historical periods.

It identified that the

public-sector accounting profession plays an important role “in reflecting and
constituting ideologies and in reflecting the coercive and consensual approaches
adopted by the state”, and that state hegemony was achieved in the UK at that time
through its journal and examination system (Goddard 2002, p.683).

From the above literature, it is evident that hegemonic analysis can be used to construct
a relationship between the state and accounting, and that it offers further understanding
of the importance role of accounting in maintaining state hegemonic leadership.
Historical analyses thereby provide deep insights to investigate accounting evolution
under the impact of political ideologies.

Studies of China, as an important example of an authoritarian nation, can also benefit
from analyses based on Gramsci’s theory of hegemony (Sim 2006). Many studies have
adopted this theory to offer valuable insights into other authoritarian countries in the
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field of social science, such as Singapore (Sim 2006), Cambodia (Landau 2008),
Vietnam (Landau 2008), and Malaysia (Miles & Croucher 2013). These papers have
recognised Gramscian theory as a useful approach for the study of power struggles in
these Asian countries. Sim (2006, p.145) noted the importance of research that
considers the role of ideology in authoritarian countries, and remarked on its absence
from much of the literature:
…it is either ignored (by focusing on coercion), dismissed as an excuse for coercion,
as ineffective, or dismissed as false when it is deemed effective…. [T]here is no
ability to see ideology as a part of everyday governance in all societies…. [W]e have
to accept that ideologically successful authoritarian governments can secure as much
legitimacy as democratic government.

To contribute to the literature in this area, Gramsci’s idea of hegemony allows us to
theorise the power dynamics at the institutional level, while also highlighting the
political role of accounting. It has been argued that accounting, like many other
professions, attempts to obtain acknowledgement in its community by spreading the
powers and privileges that come with professional knowledge (West 1996; Sikka 2004).
West and Carnegie (2010, p.203) noted:
Organisations that formally adopt practices and procedures that are institutionalised in
society increase their legitimacy as a result and, accordingly, enhance their prospects
of survival. Accounting practices, among other technical practices, become taken-forgranted means to accomplish organisational ends and, as the techniques become
institutionalised in specific contents, they establish an organisation as appropriate,
rational, and modern.

The accounting profession plays an important role in ideological (re)production by
providing legitimacy to a particular set of interests. This creates the conditions for
hegemonic control because these interests become embedded in the institutions of civil
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society. From this perspective, integrating Gramsci’s theory of hegemony into
accounting research aligns with some well-established views of accounting that
acknowledge its social and political nature (e.g. Chua 1986; Cooper 1995; Goddard
2002; Gaffikin 2008).

Only a few studies have addressed the impact of political and cultural ideologies on
accounting systems in China from Gramsci’s perspective. Yee (2009) used Gramsci’s
theory of hegemony to examine the political circumstances that led to the re-emergence
of the accounting profession at the beginning of the 1980s in China. Yee (2012) further
examined the influence of the state on the Chinese public profession in the 1990s by
using a combination of a corporatist framework and Gramsci’s theory. This thesis
contributes to these research studies by providing further evidence of the impact of
political and cultural ideology on Chinese accounting systems, going further back in
time to examine the ways in which new ideologies were established and the
implications for accounting systems during the transitional period of 1949 to 1992.

3.2.4 The adoption of Gramsci’s theory of hegemony

This thesis explores the development of the Chinese accounting system from 1949 to
1992, which is an exceptional example of cultural hegemony. The word “culture” has
been used by Gramsci to describe his conception of ideology as a collective
understanding, a shared notion of rules of conduct and behaviour (Simon 1982, p.58).
Yee (2009) noted that the Chinese ruling class often placed significant importance on
the diffusion of its political ideologies so that these ideologies would become part of the
culture of Chinese daily life. Formal rules were not seen as a sufficient means of
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exercising power. Instead, the development of a shared culture was viewed as an
effective way to facilitate and reinforce hegemony.

Across different stages, the CCP attempted to build up hegemony by incorporating its
ideology through accounting systems. Accounting intellectuals were an important group
that attempted to diffuse political ideologies in different stages through internal debates
and struggles. As a consequence, previous mechanisms of accounting were suspended,
and new political ideologies were gradually incorporated into accounting systems under
the influence of organic intellectuals.

This section attempts to outline how the main concept of Gramsci’s theory of
hegemony, including ideologies, traditional and organic intellectuals, and organic crises,
will be applied to each of the three historical periods under examination.

The first period is from 1949 to 1957, during which the CCP took power and
established the PRC. In examining this period, the concepts of ideology and traditional
and organic intellectuals will be used to interpret the evolution of accounting systems.
This was the first period under the Maoist regime, and although the communist ideology
dominated, different political movements within this period still reflected competing
social and political struggles, including the New Democracy (1949-1953) and Leaning
to One Side (1953-1957). This period is considered the first phase because even within
the Maoist period it differs significantly in terms of political stability and the economic
strategies manifesting in China at the time. This stage was a time of critical transition
during which the CCP established a strong, centralised society with impressive
economic growth after decades of social fragmentation and civil war (Twitchett &
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Fairbank 1991).

To contribute to an understanding of the history of accounting

practices in China during this period, the Gramscian approach is used to examine the
diffusion of political ideology and the role of accounting in this diffusion process,
placing special attention on the role of organic accounting intellectuals in the process of
ideological diffusion, and also the way in which traditional intellectuals were weakened
under these two different political ideologies. For instance, the western accounting
equation Assets = Liabilities + Equity is used in the New Democracy movement.
However, the new equation Application of Funds = Sources of Funds was used in the
Leaning to One Side movement. Organic accountants played a significant role in the
evolution of accounting equations21.

The second period is from 1958 to 1977, when China was in serious political and
economic chaos. It is the second period under the Maoist regime. Although the socialist
ideology still dominated, different political ideologies were introduced within this
period to further eliminate the influence of western countries and reinforce the
relationship with the masses to maintain Mao’s hegemonic leadership, including the
Great Leap Forward and the People’s Commune movement. These movements led to
the Cultural Revolution, which reflected the emergence of an organic crisis. This period
is selected as the second phase because, in contrast to the first, it reflects the period in
which China had broken from the Soviet Union, and in which these political movements
created severe problems that threatened the entire economy (Breth 1977). To contribute
to an understanding of the history of accounting practices in China during this period,
this period adopts the concepts of maintenance of hegemony and organic crisis from
Gramsci’s theory of hegemony to illuminate the simplified and collapsed accounting
21

This period will be explored in Chapter Five.
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systems in this period. A simplified accounting system was developed in the period of
the Great Leap Forward, and a highly centralised accounting system was used in the
People’s Commune movement to reflect socialist policy in China. This accounting
practice was suspended in the first few years of Cultural Revolution. Over the next
several years, the accounting system gradually recovered, with all the accounting terms
and definitions interpreted from Mao’s statements. In this sense, the accounting system
could not function in a proper way, as it was being used as a political tool to satisfy the
requirements of political movements22.

The third period is from 1978 to 1992, during which Deng took power from the Maoist
leadership. Under Deng’s regime, the communist ideology of Mao’s period was slowly
replaced by Deng’s socialist-market ideology. Deng attempted to initiate the new
ideological system by advocating his ideology Emancipating the Mind, and Seeking
Truth from Facts, which encouraged the development of an economic system that would
liberate the productive resources in China. To provide a better understanding of the
history of accounting systems in China during this period, this third stage, again, adopts
the concept of traditional and organic intellectuals from Gramsci’s theory to examine
the ideological shifts of the organic accounting intellectuals from the first stage to the
third, and places special attention on the role of organic accounting intellectuals in the
process of ideological diffusion; it also explores the example of the formulation of
accounting standards in China to harmonise with the IAS. Unlike the first stage, the
accounting equation of Use of Funds = Sources of Funds is replaced by Assets =
Liabilities + Equity and other features of western accounting systems, such as capital

22

This period will be explored in Chapter Six.
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accounting and the Principle of Conservatism, are incorporated into this new accounting
system23.

3.3 Summary
This chapter has examined different critical theories in accounting research, and each
theory has been evaluated to determine whether it could reasonably be used in this
thesis. Gramsci’s theory of hegemony was selected as the most appropriate way of
investigating the development of accounting systems in China. The main concepts of
this theory have been outlined, and the notable literature has been reviewed; this has
been followed by describing how the theory of hegemony will be employed to conduct
the research in this thesis.

23

This period will be explored in Chapter Seven.
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The purpose of this chapter is to establish the methodological foundation for this thesis.
The traditional and “new” accounting history approaches will be reviewed and the
philosophical assumptions underlying the thesis will be set out. The notion of “new”
accounting history will be explored in the context of Gramsci’s theory of hegemony,
and the use of historical narrative as a means of conducting accounting history will be
discussed.

4.1 Methodological development
The study of history is described in many ways, such as recognising “the entire past of
humanity”, recording a “small part of the past”, or examining “the life of humans in
civilised society” (Sukoharsono & Gaffikin 1993) to learn what has happened in the
past. Historical examination has many purposes:
It may be employed to build a view of the past from which professional
consciousness and cohesion can be manufactured. It can reveal and render visible
parties, practices, and outcomes previously ignored. Alternatively it can challenge and
overturn fallacious beliefs and unfounded traditions or offer some indicators of
precedents and previous experiences that may affect future actions and policies
(Parker 1997, p.112).

Historical research conducted in accounting studies allows the researcher to draw on
accounting information of the past to provide an understanding of accounting in the
present; specifically, by identifying causes of change in accounting practice (Napier
1989; Carnegie & Napier 1996). Historical analysis allows techniques and processes to
be revealed, providing a description or interpretation of past practice that can be used to
assist future decision-making (Napier 1989; Parker 1997). Two different historical
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research approaches are commonly used in accounting inquiries: traditional and “new”
accounting history.

4.1.1 Traditional accounting history

This section provides a general overview of traditional accounting history, and reviews
the shortcomings of this approach.

Traditional accounting history considers accounting from the perspective of positive
accounting theory, and aims to discover some ‘truth’ underlying historical evidence
(Gomes 2008). To obtain an understanding of the past, traditional accounting history
emphasises the documentation and explanation of “contexts, causes and consequences
of events, decisions and relationships” (Parker 1999, p.17). Hard evidence, in the form
of existing documentation of past periods, is significant for traditional accounting
historians to verify objective facts. As Funnell (1996, p.46) notes:
Without agreement on many basic facts or occurrences in history, according to
traditional historians, there can be no history. Traditional historians do not claim
always to agree on the relative importance of facts or their interpretation; they do,
however, agree on the reality of the past and therefore on the relevance of facts.

The reliance on original documentation, however, can be problematic, with the
objectivity of archival documents questioned by many researchers. For example,
Carmona et al. (2004, p.43) note that the very existence of archival documents is
biased as a result of decisions made about “what to keep” as well as “who controls
what is to be kept” (see also Hopper & Armstrong 1991). Second, accounting
historians can be biased regarding their choice of original sources and their own
subjective interpretations of these sources, which is mostly likely influenced by
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their education, the contemporary social culture, and their own ideologies (Hopper
& Armstrong 1991; Parker & Roffey 1997; Chua 1998; Carmona et al. 2004).

Another claimed limitation of traditional accounting history is that it contextualises
accounting systems by reference to economics, which results in explanations of the past
that are bound within the principles of economic rationality (Carnegie & Napier 1996;
Sy & Tinker 2005; Gomes 2008). For this reason, this approach has been criticised as
“superficial, diffuse, and rambling” (Sy & Tinker 2005, p.50). As noted by Carnegie
and Napier (1996, p.15):
Many of the leading traditional accounting historians came from a background in
which the dominant role of accounting was viewed as being…a technology of
economic decision making…. Although aware of the importance of context and
environment, it was natural for the traditional accounting historians to judge historical
accounting records in terms of their ability to provide information useful for decision
making, as implied by their economic models…. However, over-reliance on the
economic decision making model meant that alternative, noneconomic views of
accounting tended to be eschewed if not positively denigrated.

To avoid these shortcomings of traditional accounting history, the “new” accounting
history 24 , which is discussed in the next section, has gained prominence in recent
decades.

24

This “new” accounting history will be the approach adopted for the examination of accounting systems'
evolution in China between 1949 and 1992. Gramsci’s theory of hegemony will provide the theoretical
lens through which this examination is viewed in Chapters Five, Six, and Seven.
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4.1.2 “New” accounting history25

This section will compare and contrast new accounting history with the traditional
accounting history approach described above. The term “new accounting history” was
proposed by Miller et al. (1991) in the early 1990s to describe an alternative approach to
studies of accounting history. Miller et al. (1991, p.395) noted:
Recent developments in accounting history have gone hand in hand with a change of
fortune. There has been a proliferation of methodologies, a questioning of received
notions such as progress and evolution, a widening of scope, a new attentiveness to
the language and rationales that give significance to accounting practices, and a shift
of focus away from invariant characters such as the bookkeeper and the decisionmaker towards a concern with broader transformations in accounting knowledge.
New ways of posing questions about the past of accounting have become possible as
a result. Take together, these interrelated shifts are of such an order as to entitle us to
speak of the “new accounting history”.

By rejecting the technical notions of traditional accounting history, this approach views
accounting not as an independent system, but rather as a social practice that changes
under the impact of its surroundings. As understandings of accounting have evolved, the
social, political and historical influences that contributed to accounting change have
received increasing recognition (Napier 1989; Napier 2001). Accounting systems have
come to be seen as a function of the contexts in which they operate, which requires a
consideration of historical context (Carnegie & Napier 1996; Bryer 2000b; Gomes
2008).

25

Based on Miller et al. (1991), “new” accounting history cannot be considered as an independent
methodological approach; and instead, it should be used with other critical theories. As noted, a
Gramscian perspective will be used for this examination.
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New accounting history research focusses on uncovering “shifts or discontinuities at the
micro or macro level in the economy or society” to explain the emergence of accounting
practices (Carmona et al. 2004, p.37). This focus is particularly important when
explaining the role of accounting in society because of the relevance of specific beliefs
or power systems that influence accounting practices (Miller, Hopper & Laughlin 1991;
Carnegie & Napier 1996; Napier 2001; Gomes 2008). As Hoskin and Macve (2000,
p.128) note:
The “new” history frequently focuses on individual, apparently unconnected,
incidents in which changes in accounting, or new accountings, emerge in order to
explore the discursive and institutional factors that underlay the “event”, to reveal the
“ensemble” of techniques and practices that constitute new forms of social and
economic calculation, and to demonstrate the historical contingency of what is called,
or operates as, accounting at different times and in different places, including the
present.

This approach identifies the environmental and institutional impacts on accounting, and
tries to explain “the pervasive and enabling attributes of accounting” (Gomes 2008,
p.481). In particular, it emphasises “how accounting impacts on organizational and
social functioning” (Gomes, 2008, p.481) by examining how accounting influences, and
is influenced by, its context (Gomes 2008).

Compared to traditional accounting history, the notion of the archive has been expanded
in new accounting history research (Carnegie & Napier 1996). Hoskin and Macve
(2000) explain that new accounting historians respect archival work, but their notion of
the archive has been extended beyond traditional ledgers and accounting texts. Carnegie
and Napier (1996, p.16) suggest that it is necessary to reconsider “what counts as
accounting, what is admitted as evidence for the accounting historian, what is
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considered as a possible interpretation of accounting’s impact on organizational and
social functioning”. Further, the focus of the new accounting historian is on the
reinterpretation of existing histories and other secondary sources through a particular
critical lens instead of re-examining the primary sources and providing new
interpretations (Hoskin & Macve 2000).

In summarising the differences between new and traditional accounting history, Miller
and Napier (1993) note three major features. First, the new accounting history approach
is concerned with the genealogies of calculation, rather than accounting per se. By using
the term ‘calculation’, the study of a broad area of accounting research is permitted
rather than a focus on a particular accounting technique (Miller & Napier 1993). The
term 'genealogy' emphasises the historical contingency of contemporary practices, and
allows the researcher to “debunk the apparent permanence of the present” (Miller &
Napier 1993). Second, considerations of the discursive nature of calculation are
permitted in the understanding of historical events. Discourse relates to the language
articulated in a particular practice, attached ideas relevant to certain calculative
technologies, and institutional aims and aspirations (Miller & Napier 1993). Third,
historical studies can become concerned not only with an isolated accounting system or
a particular calculative technology, but with ensembles of practices and rationales, such
as the linkages between meanings and broad contexts (Miller & Napier 1993).

4.2 Positioning this thesis
The insights permitted by the new accounting history approach make it relevant for the
examination of accounting systems’ evolution in China. To further explain the
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relevance of this method, it is important that the philosophical assumptions of this thesis
are clarified. As Lodh and Gaffikin (1997, p.464) note, accounting research can be
“classified, interpreted and understood only in relation to a particular context”. This
requires cognisance of the particular perspective or world view that the researcher
holds, and which will determine particular philosophical assumptions the researcher
makes relating to ontology, epistemology, and methodology. More specifically, Lodh
and Gaffikin (1997, p.438) state:
each…approach contains value-based assumptions, beliefs, forms of rationality, tools
and tribulations, tactics, epistemic and ideological strands in “the doing of research”
(Chua, 1986) which set the criteria for investigating a particular phenomena. Not all
those perspectives are equally satisfactory or arbitrary and depend on differing
features of the phenomenon (phenomena) to be investigated.

Gaffikin (2011) further argues that these philosophical assumptions are “matters of
importance” when considering issues relating to “objectivity, fact, evidence (sources),
fictive elements…and narratives” in historical studies (Gaffikin 2011, p.239). Given
that a particular methodological position is a consequence of the researcher's ontological
and epistemological beliefs, it is important that these philosophical bases are articulated
in the process of undertaking an historical inquiry (Dillard 1991; Gaffikin 2008).

4.2.1 Ontological position

Traditional accounting history holds a realist ontology; in other words, it assumes the
world exists as an objective reality. This ontological position is similar to that of
positive accounting research (Gomes 2008). The ontological position of traditional
accounting historians requires a belief in the objective existence of nature characterised
by universal laws, and the existence of knowledge prior to the consciousness of human
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beings and thus independent from people’s minds, not created or influenced by
individuals (Whitley 1988; Armstrong 1991; Panozzo 1997; Reiter & Williams 2002;
Boedker 2010; Hoque, Covaleski & Gooneratne 2013). Similarly, the aim of the
traditional historian is to interpret or explain historical evidence to discover a truth of
past events (Gaffikin 2011). In contrast, the ontology of new accounting historians is
consistent with that of critical accounting researchers, who see accounting as a socially
constructed, and socially constructing phenomenon (Chua 1986; Hines 1988). In this
sense, the positivist view of accounting as a neutral, technical recording tool is rejected.
Accounting systems are instead recognised as part of a wider social context; this
ontology thus demands recognition of accounting as influenced by its particular
cultural, social, economic, and historical environment (Lodh & Gaffikin 1997; Jeacle
2009). In other words, this approach views accounting as a contingent and interested
phenomenon, and likewise recognises that studies of accounting are necessarily
subjective and flexible (Panozzo 1997). Following this ontological foundation, new
accounting history considers that historical reality is one “discourse among others which
historians create through language” (Funnell 1996, p.52).

The aim of this thesis is to explore the development of accounting systems under the
impact of various political ideologies. This thesis is grounded in the perspective of
social construction that sees accounting systems not as isolated phenomena but as
socially constructed artefacts. This ideological position aligns with new accounting
history approaches that consider accounting to be “dependent on people for its
existence, use, interpretation, and perpetuation” (Cortese 2006, p.55). This is
particularly relevant given that the development of accounting systems in China is
examined in the context of political movements and hegemonic control. The
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constructed, and constructing, nature of accounting practice must be examined in the
context of its social, institutional and historical setting for its place in the political
sphere to be understandable. Because of this, rather than relying on accounting records
alone, this thesis also draws upon other secondary resources, such as textbooks, journal
articles, regulations, and political speeches, for providing contextual relevance and a
deeper understanding of the development of accounting practice.

4.2.2 Epistemological position

Epistemology is used to decide “what is to count as acceptable truth by specifying the
criteria and process for assessing truth claims” (Chua 1986, p.604). From the
perspective of traditional accounting historians, accounting history is no more than “a
history of progress in which accounting evolves in response to the technical
developments of a particular period” (Gomes 2008, p.484). Thus, “true” knowledge of
accounting can be gained through analysis of original documents. On the other hand,
new accounting history research is grounded on an alternative epistemology that views
the criteria for judging theories as “temporal and context-bound” (Chua 1986, p.620).
Thus the understanding of accounting change should start from the evolution of
“accounting thought, practices and institutions in response to changes in the
environment and societal needs” (Funnell 1996, p.53). Through this epistemological
lens, accounting history should be understood by considering the corresponding
socioeconomic thought and the political and cultural order (Gomes 2008) at the same
time as giving consideration to economic, social, environmental, and cultural contexts.

Consistent with the epistemological approach of new accounting history, this research
prioritises the temporal context of the development of accounting systems in China. It
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recognises the importance of examining accounting in the context of the “forms of
domination within which it operates at a particular time” (Chua 1986, p. 620). In doing
so, the research helps reveal the value of social theories in “the systematic arrangement
of social phenomena” (Gaffikin 2011, p.240). To that end, Gramsci’s theory of
hegemony26 will be used in this thesis to frame the interpretation of the development of
accounting systems in China.

4.2.3 Methodology

A study's methodology – the framework of its investigation – is determined by the
ontological and epistemological positions adopted (Dillard 1991; Gaffikin 2008). More
specifically, “how one views existence (the world) will determine how one perceives
knowledge is created, which will then indicate the framework for how this knowledge
will be obtained, and, further, the techniques and tools that will be used in determining
the knowledge” (Gaffikin 2008, pp.7-8).

Based on the ontological and epistemological positions established above, it is
appropriate that this thesis adopts a new accounting history approach to explore the
historical development of accounting systems. New accounting history embraces the
methodological approaches found in critical theory to shift investigations away from
traditional approaches that make assumptions about the existence and discoverability of
accounting ‘facts’; instead, it problematises context to offer interpretations of
accounting phenomena (Miller et al. 1991). In this thesis, Gramsci’s theory of
hegemony is adopted as an interpretive lens through which to make sense of the story of
the evolution of accounting systems in China.
26

See details in section 3.3.
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4.3 The application of new accounting history in the literature
It has been noted that new accounting history research has been used to obtain further
insights into accounting systems and practices from the perspective of critical theorists.
As Gaffikin (2011, p.239) argues:
Accounting is a social science…as accounting historians we are obliged to
consider the broader social implications of our discipline…. [A]ccounting
historians are social historians. As such, it is imperative that their work
demonstrate an understanding of the need for and an awareness of the
implication of social theory….
New accounting history has been incorporated with different social theorists, including
Foucault and Marx. As noted, this thesis adopts a Gramscian perspective for the
interpretation of historical events; however, Foucauldian and Marxist studies are
reviewed here and their shortcomings identified to justify the adoption of the Gramscian
lens. Bryer (2000b) and Napier (1989) argue that the work of Michel Foucault has
directed new accounting historians to understand accounting as a socially constructed
phenomenon. For instance, Carmona et al. (2002) explored the role of accounting
practice in constructing and maintaining cultural phenomena by using Foucault’s
concepts of power and knowledge, recognising its usefulness in investigating the role of
accounting as it addressed “the intervention of accounting calculations as a means of
coding the activities relating to the tin workshop effectively articulated an
administrative space upon production space” (Carmona et al. 2002, p.264). In a later
study, Carmona and Gutiérrez (2005) adopted new accounting history from a
Foucauldian perspective to examine the role of accounting technology in the
outsourcing of the Royal Tobacco Factory, and argued that a “Foucauldian framework
of power/knowledge reveals that accounting-based knowledge functions as a
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mechanism of power and domination through organizational understandings of normal
performance” (Carmona & Gutiérrez 2005, p.878). Hoskin and Macve (1986) reviewed
the development of double-entry bookkeeping systems and their adoption in the 13th,
14th, and (to a much greater degree) 19th centuries. They argued that accounting was
used throughout history as a technology of knowledge and power. By using new
accounting history to narrate the development of double-entry bookkeeping, Hoskin and
Macve (1986) used a Foucauldian lens to argue that “examination, discipline and
accounting are historically bound together as related ways of writing the world into new
configurations of power” (Hoskin & Macve 1986, p.107). However, the Foucauldian
approach can also be problematic (Armstrong 1994; Bryer 2000b). Armstrong (1994)
noted that this approach addresses accounting from the perspective of powerknowledge, which can “obscure important differences between accounting controls and
bureaucratic rules”, and also hinders the “explanation of accounting change and the
diffusion of accounting techniques” (Armstrong 1994, p.50). These shortcomings are
described by Bryer (2000b) as “totalising discourses” that demonstrate “disdain for the
material for the material world”. In defending his selection of Marxist theory to examine
the history of accounting change, Bryer (2000b) argued that Foucault’s approach
undermines its potential contribution to a history of accounting change and also “is not
an obvious choice for the historian who seeks to implicate accounting in broad social
changes” (Bryer 2000b, p.132).

Marx’s political economic theory has been used by accounting historians (Bryer 2000b)
to investigate accounting in its social, political and economic contexts. Bryer (2000b,
2012) is one of the notable accounting historians who have applied this theoretical lens.
Bryer (2000b) adopted Marxist theory to explain the transition from feudalism to
84

Chapter Four: Methodological Foundation

capitalism in England, and argued that this theory is consistent with the history of
accounting in the English agricultural, commercial, and bourgeois revolutions.
Similarly, Bryer (2012) used Marxist theory to construct the history of changes in
American capitalism from colonial times to the 1920s. Even though the contribution of
these theories to accounting studies has been recognised in the accounting history
discipline, Baker and Bettner (1997, p.305) encourage the diversification of
methodological approaches by stating that “it would be foolish to maintain that there
exists one universal theory that effectively explains and predicts all of the social,
cultural, and ethical differences observed in our natural and fabricated worlds”. To
follow this call, this thesis incorporates a Gramscian lens to examine the historical
development of accounting in China, rather than using the dominant Foucauldian and
Marxist theories.

4.3.1 New accounting history in Gramsci’s perspective

This section will provide a brief review of Gramsci’s theory of hegemony and how it
can be used in new accounting history research.

Like critical researchers, accounting historians have also recognised the importance of
adopting theories from other disciplines; see, for example, Gomes (2008), Merino
(1998), Gaffikin (1998), Parker (1999), Sargiacomo and Gomes (2011), and Walker
(2005). These accounting historians’ common belief is that historical studies can
significantly improve understanding of accounting’s past if different approaches provide
various lenses for viewing the same historical event. By doing this, it is possible to
change “the tenor of our rhetoric” and “not fall into the modernist trap” of attempting to
find out the “truth” of the past (Merino 1998, p.613). Although similar archival
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materials may produce different, or even conflicting, historical histories and
interpretations, the view of world through different explanations offers a better
understanding of organisations and society (Parker 1999).

Gramsci’s contribution to the development of hegemonic thought relies on Marxist
principles, but is considered by some philosophers to be an extension, integration and
completion of Marx’s notion of materialism (Pellicani 1981). An important feature of
Gramsci’s hegemonic theory is that it overcomes Marx’s reliance on class struggles to
explain dominance (Pellicani 1981). The dominance of the ideas of one certain social
group over another in establishing intellectual and moral leadership is a feature of
Gramsci’s theory, as opposed to Marx’s reliance on class forces. In other words, the
leading class attempts to gain the consent of subordinate groups to gain and maintain its
hegemonic leadership (Gramsci 1971). Consistent with this emphasis, Gramsci’s theory
of hegemony has also guided the starting point of applying this theory to consider
intellectual and moral leadership in different research contexts, rather than confining
accounting changes to one particular specific context. This notable feature has guided
this thesis to begin its review of the evolution of accounting by identifying ideologies
from different time periods. Both Mao and Deng set up various political ideologies
considering temporal, political, and environmental backgrounds, and achieved
intellectual and moral leadership by using intellectuals to diffuse these ideologies.

Furthermore, as noted in Goddard (2002), Gramsci's theoretical framework contributes
to the study of accounting history by explaining the emergence of the accounting
profession in a specific discipline and the ways accounting practices have been used
across different time periods. This feature of Gramsci’s theory is useful for this thesis
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insofar as it facilitates the exploration of the emergence of intellectuals embodied with
various political ideologies and the adoption of their views within accounting systems.
This thesis can clearly place them within an ideological framework that arises because
of the complex relationship between class interests and the state.

However, only a limited number of studies use Gramsci’s theory of hegemony to
explore accounting history. Goddard (2002) applied it to analyse the development of
public sector accounting in the UK from the 19th century. He identified three notable
historical periods to present the development of the accounting profession and
accounting practices, and highlighted the importance of accounting professional bodies
in constituting and reflecting ideologies. Goddard (2002) concluded that accounting
professionals in the UK offered an excellent example of illuminating the coercive and
consensual approaches used by the state. Yee (2009) also drew on Gramsci’s framework
to examine and explain the determining factors that led to the re-emergence of publicaccounting professionals in China in the early 1980s. In particular, her paper
emphasised the impact of political and ideological factors on the professionalisation of
accounting and its implications for the management of the state.

This thesis will adopt new accounting history from Gramsci’s perspective to investigate
the development of accounting history in China. In conjunction with this approach, a
narrative form will be used to elucidate the story of accounting systems' development
and diffusion. Parker (1999, p.23) noted the benefits of combining a narrative method
with new accounting history and critical theory:
[Critical theories] can attempt to reveal how conditions conspired to produce
particular actions and what consequences were induced or avoided by those actions.
Narratives can confirm previous beliefs or interpretations about the past, or they can
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surprise us by presenting what we thought to be familiar and well understood as
something quite new, different and surprising. What narratives do is to offer form and
meaning to the past, presenting it as events and themes, and implicitly supplying
interpretations and explanations.

The following section attempts to illuminate the historical narrative, and present how it
will be adopted in this thesis.

4.4 Research method: historical narrative
4.4.1 Defining historical narrative

Research methods provide a systematic means by which to gather, analyse and report
data and information. The research method adopted is determined by the research
methodology (Chua 1986; Gaffikin 2008). As discussed above, new accounting history
is used as the methodological framework; this section discusses historical narrative
(Funnell 1998a) and its use as the specific method to conduct story-telling in this thesis.

Narrative 27 is described by Funnell (1998a) as “the means to order the individual
events” and this ordering process includes “linking diverse happenings along a temporal
dimension…identifying the effect one event has on another, and it serves to cohere
human actions and the events that affect human life” (Funnell 1998a, p.145). Narrative
is important in historical writing, as Windschuttle (1994, cited in Gaffikin 1998, pp.638639) noted:

27

This method can be accommodated by both traditional and new accounting historians to document the
past, communicating the facts and telling a story (Carnegie & Napier 1996). As this thesis adopts a new
accounting history approach, the emphasis will be placed on the application of narrative by new
accounting historians.
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Historians have always written their work in narrative form. This is because their
subject matter has been not just the past but the movement of the past events through
time. If anything has been central to history it has been the dimension of time.
Historians have believed that, in incorporating this dimension through narrative, they
have been reflecting the nature of reality itself. So, if you wanted to challenge the
very core of history writing, time and narrative would be the quarry to pursue.

This indicates the central role of narrative in historical writing, and also suggests it as a
preferred means of constructing a discourse of historical events. In addition, it is
reasonable to argue that narrative can be seen as the form of history and everyday life as
it exists through events from beginning to the end (Funnell 1998a). In accounting
history, narrative has been described as an “unavoidable natural means of writing
history and the preferred vehicle” (Funnell 1998a, p.143), and “a cornerstone of
historical writing” (Parker 1999, p.21). Narrative is argued to enhance interpretations of
accounting history by “locating our narratives within an understanding of the specific
context in which the object of our research emerge”. Funnell (1998a, p.146), as an
accounting historian, provides a comprehensive definition of historical narrative:
Firstly, narrative is a form of writing, the means of telling a story about events after
they have occurred…. Narratives are also seen as the representation of history which
most closely reflects enacted experience. Rather than historians inventing the
narrative, it is the shape which they find when they turn their attention to the past:
historical events occur in a narrative form. Finally, traditional historians also believe
that narratives are the way in which they will achieve their goal of finding the
truth...outside the narrative there is little more than chronologies, antiquarianism and
archivism.

Narrative is important in both traditional and new accounting history. From the
traditional historian’s perspective, narrative is a neutral and disinterested tool in the
process of writing history (Funnell 1998a; Llewellyn 1999). On the other hand, new
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accounting historians argue that “the coherence and relatedness of historical events is
created rather than merely reflected in narratives” (Llewellyn 1999, p.223). This view
challenges the perception of neutrality in traditional accounting history research. To
distinguish the difference of narrative in traditional and new accounting history
research, Funnell (1998a, p.114) describes a “counter-narrative”, which widens the
contextual scope to make sense of a series of historical events

From the perspective of new accounting historians, narrative is employed to illuminate a
set of different explanations for the unfolding of events as well as to make visible the
obvious and hidden factors that influence their outcomes (Carnegie & Napier 1996;
Funnell 1996; Parker 1999). In other words, the focus of narrative is “not to unearth the
truth about the past”, but rather to emphasise alternative ways of investigating and
understanding the past by “offering form and meaning and supplying interpretations and
explanations” (Cortese 2011, p.406). Narrative thus becomes an effective tool that
enables new accounting historians to reveal the political role of accounting. Following
this approach, for example, Funnell (1996) demonstrates that accounting plays an active
role in shaping society or preserving current arrangements of relations by using its
“image of neutrality, objectivity and strength to silence, exclude and diminish
competing claims” (Funnell 1996, p.156).

Before exploring narrative in more detail, it is necessary to clarify the relationship
between narrative and interpretation. Interpretation is involved in every step of
historical studies, and the facts of history are established not only on the basis of pure
data, but on explanations of the data (Funnell 1996). Narrative is closely connected with
interpretation and explanation of historical facts.
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assistance from explanation and interpretation to construct a more rigorous story. If
explanation and interpretation has been ignored in history writing, the resulting history
will be considered as less valuable, as it does not attempt to explain a certain historical
phenomenon, but only to express a preferred view for a historical event (Previts et al.
1990). To offer an insightful story, it is reasonable to intertwine narrative and
interpretation: interpretation is regarded as a part of narrative, and in turn, narrative can
be seen as a necessary extension of interpretation. In this way, narrative can be used to
interpret the past, or to present a quite new, different, and surprising perspective on
something thought to be familiar, and further offer “form and meaning to the past”,
showing it as events and themes (Parker 1999, p.23). Narrative is grounded in one
specific set of interpretations, and a position strong enough to dislodge other competing
interpretations (Funnell 1996). Ontologically, the approach taken in this thesis is that
narrative and interpretation are unavoidably intertwined. Hence, the term “narrative” is
understood in its broadest sense, to include both interpretation and explanation.

4.4.2 Narrative in new accounting history

This section aims to provide a further understanding of historical narrative by
explaining its main features as described by Funnell (1998a), including narrative as a
means of story-telling, narrative as a fiction, and narrative as interested discourse
(Funnell 1998a). The application of these features in the accounting literature will be
analysed in detail.

Narrative has been adopted by new accounting historians through different lenses. More
specifically, many Foucauldian studies use narrative to examine the relationship
between power and knowledge (e.g. Hoskin & Macve 1986, 1988; Ezzamel et al. 1997;
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Carmona & Macías 2001; Carmona et al. 2002; Carmona & Gutiérrez 2005). Marxist
research uses narrative to study labour control (e.g. Hopper & Armstrong 1991).
Funnell (1998a, p.153) explains that narrative has become something of a ‘common
ground’ for traditional and new accounting historical investigations in recent years:
The relatively recent appearance of the new accounting history is…reflected in the
way in which new accounting historians continue to construct their histories with
basically the same tools as their more traditional colleagues. New accounting
histories in their effort to extend the frontiers of accounting history have not removed
themselves completely from the security of the fold. Prominent in this regard is the
widespread use of the narrative in the writing of new accounting histories.

In this sense, although narrative is commonly used by traditional accounting
historians, new accounting historians have also adopted narrative as a useful means
by which to explain and interpret their constructions of accounting history.
Narrative therefore has offered a ‘safety space’ for the arguments of new
accounting historians as they attempt to explain historical ‘facts’.

This process of story construction has three dimensions: first, the description of
events; second, the form of interpretation and presentation; and third, a structure
that makes sense of the events. Bjurklo (2008) described this as “organising raw
and fragmented material with help of plot and characters” (Bjurklo 2008, p.27).
Likewise, Funnell (1998a) notes that narrative is a means of story-telling in history
studies, which offers “webs of consistent connections between the events of
history” to generate histories that attract the interest of an audience (Funnell 1998a,
p.148). In a broader sense, social institutions are constructed in chronological order
as a consequence of interactions with both natural and human activities; therefore,
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a historical narrative approach is an effective way to capture and record the
development of social institutions (Funnell 1998a).

Narrative as a fiction: Funnell (1998a, p.148) uses the term “fictional narrative” to
describe the function of historical narrative in new accounting history, but he notes
that this fiction is established on the basis of historical facts. In his view, before
presenting stories (narratives), accounting historians must first “ascertain and
verify the events around which their story will be told” (Funnell 1998a, p.148).
Historians must then determine “how to present their findings to bring coherence to
their story”; in other words, how to narrate their stories through these findings to
make their argument more convincing (Funnell 1998a, p.148). In this sense,
narrative writing mostly relies on the historian’s previous verification and
discovery (Funnell 1998a), which ensures the ‘factual’ nature of historical
narrative. On the other hand, the story-telling nature of historical narrative is
described as similar to fiction writing, being “portrayed as being literary distortions
with unfounded pretences to being scientific and truthful”; it could be considered
as “the product of individual imagination” from the perspective of new accounting
historians (Funnell 1998a, p.148). As such, historical narratives are a combination
of facts and fictions from the descriptions of literary artefacts.

Narrative as interested discourse: In Cortese (2011) and Funnell (1998a), narrative in
new accounting history is described as an interested discourse, which is used to promote
particular knowledge to generate meaning and convince readers. In this sense, narrative
is not an objective technology, but instead is used to construct historical reality and to
influence “what is subsequently seen and believed” (Funnell 1998a, p.151). Narratives
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can be considered “a form of multilayered code” that is used to convey messages, and
the function of new accounting history is to “decode the narrative and expose what may
have been previously undetected messages” (Funnell 1998a, p.151). In this sense, a
major function of new accounting history research is to reveal the hidden messages in
the narratives (Funnell 1998a).

Examples of historical narrative in new accounting history: Preston and Vesey
(2008) provide an example of using historical narrative as a story-telling in their
paper exploring the constitutive role of accounting in the establishment of investorowned electric utilities and the development of electricity markets in the US from
1880 to 1944. Their narrative is based on a chronological order and placed in the
unique contexts of three phases: constructing costs, constructing electricity
markets, and constructing utility accounting. In this way, they provide a strong case
that demonstrates the implications of accounting during that historical period.
Similarly, Robson (2008) offers a story of the provision of accounting information
in UK hospitals between 1893 and 2003. The paper undertakes a chronological
examination that divides the study into ten periods, with each period contextualised
with reference to its surrounding environments.

In recent years, new accounting history studies have increasingly recognised the
nature of history narrative as both fact and fiction. Cortese (2011) adopts historical
narrative to illustrate the process of standardising oil and gas accounting in the US
in the 1970s. Placing the study in a broader social context, the paper incorporates
regulatory capture theory to interpret historical evidence and enhance
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understanding of the standard setting process for the oil and gas industry through a
narrative reconstruction of events.

Although the term ‘historical narrative’ is not specified in many new accounting history
studies, many have indeed adopted this method. Gallhofer and Haslam (1991) is one
such example. Their study explores the role of accounting as a conflict-enhancing tool
in a crisis period in Germany during the First World War. They note that the critical
theory of the Frankfurt School, their theoretical framework, can “better theorize the
concept of aura in the case of accounting”; in other words, “elaborate upon the nature of
the accounting aura, how such an aura is constituted and what consequences it has in
society” (Gallhofer & Haslam 1991, p.489). This statement reveals the feature of
narrative that arranged the story with the emphasis on the causal relationship between
events. Aligning with Funnell (1998a), their paper emphasises the role of historical
narrative as a fiction; this aspect has been shown through their construction of
accounting in the process of conflict-enhancement in this crisis context. Furthermore,
Gallhofer and Haslam (1991) also demonstrate the role of historical narrative as a
discourse that privileges interpretation to explicate the relationships between accounting
and its social contexts. Craig and Amernic’s (2008) study is a recent example that
demonstrates the use of historical narrative in new accounting history. Their paper
analyses the role of financial accounting before, during, and after the transitional period
of the privatisation of Canadian National Railway (CN) in November 1995. The paper
incorporates some features of historical narrative. First, it uses “the full chronology of
the privatization of CN as an ongoing story” to interpret how the use of accounting
language by CN and its management has made its privatisation successful (Craig &
Amernic 2008, p.1086). Second, it reflects the fictional nature of narrative by revealing
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how accounting facilitates the understanding of ‘success’ throughout the privatisation
discourse. Third, the authors use the terms “rhetoric” and “art of persuasion” to present
their approach, which is similar to Funnell’s (1998a) statement of using narrative as
interested discourse (Craig & Amernic 2008, p.1087).

4.4.3 Adoption of historical narrative in this thesis

This section will briefly explain how historical narrative is used in this thesis, including
the sources of data and how the data will be structured by following this method. The
detailed application will be presented in Chapters Five, Six, and Seven.

Sources of data: In this thesis, the data used is archival, and was obtained from different
sources. The first category of data consists of primary official government regulations.
The second category consists of the top Chinese accounting journals across the different
periods of study. Journals from the period from 1949 to 1957 were obtained from the
Chinese National Library in Beijing, and those from 1958 to 1992 were obtained from
the China National Knowledge Infrastructure28 online database. The third category of
data consists of Chinese accounting textbooks used in tertiary education from 1949 to
1992, published by various publishers but primarily by Lixin Accounting Publishing
House29. The fourth category is academic literature from western and Chinese scholars
discussing the development of China in English journals. The data from Chinese
sources was translated by the author.
28

This is an e-publishing project, approved by the Press and Publications Administration of PRC and
backed by Tsinghua University, that began in 1996. It publishes databases containing e-journals,
newspapers, dissertations, proceedings, yearbooks, reference works, etc.
29
Lixin Accounting Publishing House, founded in 1941, was the first publisher of accounting textbooks
in China. It has been very influential among Chinese accounting communities. Scanned copies of these
textbooks are available online from http://www.szdnet.org.cn/.
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Application of historical narrative: This thesis studies the development of accounting
systems in China and attempts to demonstrate the influence of dominant political
ideologies on accounting systems under the three periods’ different socioeconomic
backgrounds. By adopting Gramsci’s theory of hegemony, this thesis also aims to
illustrate how accounting, predominantly led by accounting intellectuals, followed the
dominant political ideologies and consequently reinforced the ideological constructions.

To achieve these aims, historical narrative will be used as a means of story-telling or
fictional narrative in this thesis. The first of three historical periods this thesis will
examine spans 1949 to 1957, covering the period during which the CCP took power and
established the PRC. In this period, two political ideas, New Democracy and Leaning to
One side, were promoted, and a Soviet-style accounting system was established. The
second period is from 1958 to 1977. In this period, a highly centralised accounting
system was used in the People’s Commune approach, and other political campaigns,
such as the Great Leap Forward and the Cultural Revolution, pushed the suspension of
the first period's accounting system30. The third period is from 1978 to 1992, during
which a series of economic reforms was launched and the accounting system was
gradually changed to comply with western practice31.

As a means of historical construction, the narrative will be used to understand how the
accounting system responded to the shifting political ideologies in China, and further
illuminate the interrelationship between accounting and its socio-political context. More
specifically, historical narrative will be used to illustrate how certain accounting

30
31

More details will be provided in Chapter Six.
More details will be provided in Chapter Seven.
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techniques emerged and vanished within different environments. Gramsci’s theory of
hegemony will provide a perspective on the relationship between accounting and its
surrounding political context during the particular historical period.

4.5 Summary
This chapter examined traditional and new accounting history approaches, identified the
position of this thesis, and considered new accounting history in Gramsci’s perspective
as an appropriate methodological approach to investigate accounting history in this
thesis. In addition, this chapter discussed historical narrative and its applications in new
accounting history in extant studies. This method will be used to construct an
accounting story in this thesis.
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Chapter Five: Accounting Evolution under Mao – the New Democracy
and Leaning to One Side 1949 to 1957
This chapter presents the first period of this study, 1949 to 1957, and demonstrates how
the accounting systems during this time reflected Mao's political ideology. The New
Democracy and Leaning to One Side are identified as the two major ideological
movements, and accounting developments through the debates and struggles among
accounting intellectuals during this time are considered in light of Gramsci’s theory.

5.1 Narrative of Mao’s New Democracy
The ideological foundation for consolidating the political power of the CCP during the
initial transitional period of China was based on the concept of New Democracy
developed by Mao Zedong during the 1940s. Described as a “democratic dictatorship”,
it was to be a network of alliances of workers, peasants, petty bourgeoisie, and national
bourgeoisie. This network was to be led by the proletariat and the CCP (Grasso et al.
2004). Although it borrowed from the communist regime of the Soviet Union, the
CCP’s system differed from the Soviet Union’s “dictatorship of the proletariat”, under
which the bourgeoisie were treated as a class enemy (Grasso et al. 2004). Under Mao’s
New Democracy, subsets of the bourgeoisie were to be incorporated into the productive
forces, but the proletariat and the communist party would maintain leadership and
manage any reactionary behaviour towards the new regime (Grasso et al. 2004).

The ideological system of the New Democracy was to be underpinned by a “centralized
state and national market, the assertion of national economic interests, the curbing of
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pre-capitalist rural elites, and industrialization” (Riskin 1991, pp.38-39). Mao (1975,
p.292) 32 asserted that the formation of a centralised democracy was essential to the
Party:
If we are to make the [P]arty strong, we must practice democratic centralism to
stimulate the initiative of the whole membership. There was more centralism during
the period of reaction and civil war. In the new period, centralism should be closely
linked with democracy. Let us apply democracy, and so give scope to initiative
throughout the Party.

If interpreted in light of Gramsci’s theory, Mao’s efforts to form alliances, displace
conflict, and create harmonious conditions are consistent with attempts to create an
environment for hegemonic control. Mao’s strategy, interpreted through Gramsci,
included the state as an essential driver for the organisation of social and political life.
Mao conceived that the ruling party, after taking power over the country, would then
mobilise the ideologies of the masses to form a system of alliances that reflected Mao’s
ideology. Mao envisaged that the New Democracy would have a broad social base, with
workers, peasants, and petty bourgeoisie forming a “national united front” (Grasso et al.
2004, p.145).

At this stage of Mao’s leadership, private, capitalist-oriented enterprises that had existed
prior to communist China continued their operations and were considered necessary for
the development of the economy. In an address to the Party, Mao outlined his strategy
for the building of the ideology that would underpin the New Democracy:
…[we] must utilize all elements of urban and rural capitalism that are beneficial and
not harmful to the national economy…. Our present policy is to control, not to
32

This was Mao's concluding speech at the National Conference of the Communist Party of China, held
in May, 1937.
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eliminate, capitalism…under the leadership of the working class and the Communist
party, the ultimate goal was to transform China from a ‘new democracy’ into a
socialist and communist society33 (Meisner 1999, p.59).

The notion of the New Democracy was to be embodied throughout China’s economic
practices. In September 1949, details of the economic strategy were published in
Common Programme Article 26-31, translated by and cited in Riskin (1991, p.40). This
document showed that the economy was to be divided into four sectors:
1. The state-owned sector: all enterprises vital to the economic stability [of] the
country and to the people’s livelihood were to become unified and operated
by the state;
2. The co-operative economy: regarded as semi-socialist in nature and would be
accorded preferential treatment [under the communist regime];
3. The private sector: to be ‘encouraged and fostered’ where beneficial to the
national welfare;
4. The state-capitalist sector: an amorphous concept embodying the various
means by which private production was subordinated to the state priorities.

According to Mao, this early stage of political compromise was important for the Party
to learn from the experiences of various classes; a necessary transitional period from
which China would move to a higher socialist phase (Huang 2001). At this stage,
however, the ultimate goal of the CCP was to establish a centralised, socialist system in
China by following the Soviet Union’s model for developing a “centrally planned” and
“centrally controlled” economy (Huang 2001, p.15). The central concern in this Chinese
socialist system was public ownership, which would allow a centralised policy to
control economic activities (Ferrero 2004). Under this regime, planning activities were

33

This is from Mao’s influential article “On the People’s Democratic Dictatorship”, written by Mao for
the 28th anniversary of the CCP in 1949.
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required to reflect the CCP’s economic planning and decision-making processes. In this
way, the Chinese government could maintain coercive power by making crucial
decisions regarding the allocation of economic resources such as land (Yabuki 1995;
Ferrero 2004). According to Mao’s ideology, a centralised system of this nature was
necessary to protect the workers from the exploitative actions of the bourgeoisie
(Ferrero 2004).

When the government’s New Democracy ideology came into effect in the early 1940s,
the accounting system started to evolve, incorporating elements that reflected changes in
the new socialist structure34 (Pan 1952a, 1952b). Mao believed that the New Democracy
movement would be the transition to a socialist society. In the early period of the New
Democracy, key debates and changing practices surrounding the accounting discipline
also reflected the transitional features of Mao’s ideology. Many of the debates were
played out by accounting scholars, who strove to spread the ideology of the state
through remodelling accounting practices. Accounting textbooks and professional
journals were the primary means of educating accounting professionals, and scholars
relied heavily on them to spread their views during the early period of the new political
regime. Wang and Liu (1952, p.17), the authors of a popular accounting textbook (New
Accounting Textbook), stated that the New Democracy was an essential part of Chinese
evolution, and would guide China towards a socialist system. They argued that a new
accounting system aligned with the New Democracy was important (Wang & Liu
1952). Similar statements appeared in other accounting textbooks (e.g. Pan & Yu 1952;

34

Appendix Two gives an example of accounts in 1950, and Appendix Ten gives an example of a
financial statement for a state-owned enterprise from 1949, when the New Democracy did not have
effective accounting systems.
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Pan 1952a, 1952b). The traditional views held by the accounting profession were
challenged by scholars who aligned themselves with the ideology of the New
Democracy. These scholars, who would be referred to as ‘organic intellectuals’ by
Gramsci (1971), became concerned with accounting systems that reflected Mao’s
socialist ideology. China’s first accounting journal, New Accounting, issued at the
beginning of 1951, devoted the majority of its first issue to a critique of western
accounting systems.

A significant accounting practice that was challenged by organic intellectuals in New
Accounting was the conventional accounting equation Assets = Liabilities + Equity,
which had been inherited from accounting practices that had existed prior to Mao’s rule
(Ministry of Finance 1953, 1955). This practice was maintained from 1949 to 195235,
the early stages of the New Democracy; however, it was challenged by organic
accounting intellectuals, who argued that the traditional accounting equation was
influenced by western accounting systems and should be replaced (Industry Accounting
1952a, 1952b). The most appropriate alternative to the accounting equation was the
subject of much debate, with much of it reflecting the shifting political ideology. Xin
and Huang (1951), for example, published a paper in New Accounting that argued
against the accounting equation, claiming that this practice was a derivation of capitalist
ideology. In their analysis of accounting systems from both capitalist and socialist
perspectives, Xin and Huang (1951) argued that the capitalist-based accounting
calculation Profit = Revenue – Expenses was a reflection of how the proletariat was

35

Appendix Three gives an example of accounts from 1952, Appendix Six an example of a balance sheet
from 1953, and Appendix Eleven an example of a financial statement from a state-owned industrial
enterprise from 1952 to view the change of accounting systems in the period of New Democracy.
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marginalised to serve the profit-making motives of the bourgeoisie (Xin and Huang,
1951). Following Marxist principles, Xin and Huang (1951) argued that, in reality, the
profit belonged to the workers, as they were ultimately responsible for its production.

In the view of Gramscians such as Richardson (1987) and Boyce (2008), the traditional
intellectuals who closely follow their “tradition and craft” are considered to be
independent of all social interests under a new regime (Richardson 1987, p.350). Tao
De was one such example of a traditional intellectual, and was employed as an
accountant in Ministry of Culture in the newly established China in the period of New
Democracy (Tao 2000). Tao (1951) published a paper in the New Accounting journal
arguing that accounting information was in fact neutral and did not serve class interests:
accounting is a “neutral technique, free of class struggle in nature, and is simply a
combination of writing and numbers” (Tao 1951, p.14).

He further claimed that

socialist and capitalist accounting systems were the same in nature and that the only
difference was in their relationship to production: in a socialist system profits belonged
to the public, whereas in a capitalist system profits belonged to individuals (Tao 1951).
Interestingly, although Tao’s views were controversial and different to those of other
accounting scholars at the time, the editorial board of New Accounting still permitted
publication of his work. If they had been published during the later stages of Mao’s rule,
when the idea of the New Democracy had been revoked, Tao’s arguments would have
drawn serious political sanction. Under the New Democracy movement, however,
competing ideas were permitted so long as their contribution would benefit the nation.
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In Pan’s (1952a, p.1) textbook, he argued that “the objectives of accounting must
adjusted to accommodate the needs of the changing social economic system…hence, we
need a different accounting system under the New Democracy society.” Because the
New Democracy society permitted the continued existence of private enterprises, the
new accounting system described by Pan (1952a) included different accounting
treatments for its four sectors: state-owned, co-operative, private, and state-capitalist.
Specific features of the accounting system proposed by Pan (1952a) are described as
follows:


The income statement of state-owned enterprises would reflect central economic
plans, rather than earning capability as in private-sector accounting;



Liabilities should not be separated into current and non-current categories for the
state-owned sector; instead they should be reported in an order that reflects the
plans of the central government;



Goodwill and intangible assets resulting from business in the private sector
should not be recognised by enterprises in the state-owned sector (Pan & Yu
1952).

In contrast to the traditional intellectuals, this group of organic intellectuals articulated
the nature and functions of accounting very differently at the time. In an accounting
textbook, Wang and Liu (1952, p.15), as examples of organic intellectuals, criticised the
traditional view of capitalist accounting, saying that “accounting meets the main task of
capitalism by serving the interest of the ruling class and helping capitalists accumulate
more wealth”. Specifically, they wrote:
The competition in a capitalist economic system encourages capitalists to
constantly looking for ways to sell their products and reduce their costs. Offering
lower wages is one of the methods, but more importantly, it is about how to further
exploit workers by making the production more efficient. Capitalists constantly
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observe the work of each worker to calculate certain quotas and use various
methods to monitor the work in progress. So in capitalist societies, this technical
function of accounting records is of high importance.

It was common among this group of organic scholars to begin their textbooks by
articulating the problems of traditional accounting as a reflection of capitalism, and then
proceed to outlining the ‘advantages’ of socialist accounting. For instance:
In a capitalist economic system, the calculation of cost is to help the bourgeoisie
make more profits. This is achieved through reducing production quality, extending
working hours of workers, and lowering wages so that capitalists could extract
more surplus value. Cost accounting is an effective tool for capitalists to achieve
this aim. And because of the inherent weakness of the capitalist economic system,
where the production and consumption are detached, it is impossible to have
correct costing information.

However, under the socialist economic system, all economic activities are centrally
planned to maximise the interests of all people and the nation. Cost accounting can,
therefore, not only obtain accurate and timely information, but also reflect the
problems in industrial management to minimise waste, improve labour
productivity, reduce costs and gradually accumulate state funds to improve the
lives of working people (Zheng 1952, p.1).

Another feature of this discourse was the use of political ideas, in particular via quotes
from political leaders, in theorising accounting in a socialist context. Wang and Liu
(1952) praised the accounting system under the new regime with reference to Mao’s
remarks on the conflict between socialism and capitalism and the unquestioned
triumphs of socialism.
What is old accounting? And what is new accounting? This can be interpreted in
two ways. Firstly, under the current international environment, Chairman Mao
said: “it is about the struggle between capitalism and socialism where capitalism is
in downward decline and socialism is in upward growth”. Therefore, capitalist
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accounting, which was developed in declining capitalist countries to serve the
interest of the bourgeoisie, is the old accounting. The socialist accounting which is
developed in the growing socialist countries, and based on Marxism-Leninism to
serve the interests of the working people, is the new accounting. Secondly, under
the domestic environment, the accounting system which was adopted in the semicolonial, semi-feudal society was based on capitalist accounting and it served the
reactionary ruling classes – imperialist, feudal landlord class and the bureaucratcapitalist. This is the old accounting. Since the birth of new China, the nature of
state power and socio-economic relations has changed. Accounting is no longer
serving the reactionary ruling class, but instead serves the working people,
particularly the workers and peasants. This accounting in new democracy is part of
a socialist accounting category, so it is the new accounting (Wang & Liu 1952,
p.1).

Statements of Marx, Stalin, and Lenin were frequently referenced to illustrate the
purpose of accounting. For instance:
Comrade Stalin instructed us: ‘in a capitalist system, the national power belongs to
the capitalist class, production tools are controlled in the hands of exploiters; the
working class is exploited as they are not working for themselves, but for the
capitalists’. Because private property ownership is the basis of the capitalist
system, and the ultimate purpose of production is to maximise the profits for
capitalists, capitalist accounting, therefore, focuses only on a single entity and
follows only the instructions of the owners of capital (Wang & Liu 1952, p.6).
Lenin once said: ‘the law of keeping trade secrets is not to meet the production
needs, but to cover speculative and unfair profit-making. It helps cover up blatant
fraudulent behaviour in capitalist economic activities.’ Along a similar line,
capitalists manipulate accounting information to hide the true profits made and
hence their exploitation over working class. They also forge accounting
information as a means to enhance competitiveness. Therefore, the accounting
information in a capitalist system is not true, but deceptive; it is not open, but
secretive (Wang & Liu 1952, p.7).
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Organic intellectuals continued to challenge traditional views based on western
accounting systems. They became increasingly interested in the role of accounting in a
socialist system as well as the role of accounting in class struggles. Tao’s (1951) views
were met with intense criticism, and in the months that followed New Accounting
devoted significant space to critiques of Tao’s views. According to Gramsci, these
actions indicate a strategic shift in the diffusion of political ideology by attempting to
replace the views of traditional intellectuals with the arguments of organic intellectuals
who supported the CCP. The editorial board published six papers that were
representative of the widely held criticisms of Tao’s (1951) work. Jia (1951), for
example, rejected Tao’s views outright, arguing that capital does not exist in socialist
accounting systems. Ren (1951), in the vein of Xin and Huang (1951), claimed that
capitalist accounting serves the interests of the bourgeoisie by disguising exploitative
relationships between the labour force and profit-makers. Xin and Huang’s (1951) work
attracted significant attention from the accounting profession, and the class nature of
accounting proposed in their original study was influential until the 1980s36 (e.g. Ge
1978; He 1979; Ye 1979; Li T 1980; Lou & Shi 1980; Yang & Yan 1980; Yu 1980; Ge
& Huang 1980.1; He 1980a, 1980b).

This type of contest between traditional and organic accounting intellectuals is
described by Gramsci as the “struggle to assimilate and conquer ‘ideologically’ the
traditional intellectuals” (Simon 1982, p.95) during the construction of hegemony. This
(re)theorisation of economic production and the function of accounting helped re-shape
the understanding of accounting at a societal level. As demonstrated in the above

36

This will be further explored in Chapter Seven.
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passages, by encouraging consideration of the purpose of economic production and the
role of the labour force within it, organic intellectuals shifted the orientation of
accounting away from traditional notions of profit-making and towards the use of
accounting as a representation of economic activity according to a different social goal.

The process of creating intellectual agreement is, according to Gramsci (1971), part of
the profound moral and intellectual reform that is long, difficult, but fundamental if a
class is to raise itself over another class to lead the nation. The role of organic
accounting intellectuals in achieving consensus among the profession was also
demonstrated in another major ideological shift in China – the Leaning to One Side
movement.

5.2 Narrative of Mao’s Leaning to One Side movement
The idea of New Democracy was revoked in 1954 when Mao urged the CCP and the
public to adopt a policy of Leaning to One Side (Saich 2004). This movement outlined
Mao’s strategy of adopting the socioeconomic practices of the Soviet Union. In Mao's
view, the Soviet Union was regarded as the heir to Marxism, as it had successfully
applied Marxist models in its establishment of urban industries, managements systems,
a centrally planned economy, and scientific and technical education (Riskin 1991). In
particular, Mao emphasised the importance of learning techniques that would lead to
greater centralisation (Saich 2004). The Leaning to One Side movement, therefore,
would see the creation of a Soviet-style society, and required that the systems of the
Soviet Union be learned and applied throughout China. During the 1950s, more than
10,000 Soviet experts worked in China, and at least 80,000 Chinese scholars were
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trained in the Soviet Union (Gittings 2005). Gittings (2005, p.25) cited the words of the
head of the Chinese Publications Administration, who said that “without the moral and
material assistance of the Soviet Union, the nationwide victory of the Chinese
revolution would have been inconceivable, so it is not surprising that there is an upsurge
of interest all over the country to study the Soviet Union and her advanced socialist
experience”.

In the accounting discipline 37 , the most noticeable accounting change during the
Leaning to One Side movement occurred in 1953 when the conventional accounting
equation Assets = Liabilities + Equity was replaced with the socialist accounting
equation Applications of Funds = Sources of Funds (Huang 2001). Wang and Liu
(1954, p.25) argued that the equation Applications of Funds = Sources of Funds
reflected the ideology of the socialist economic system, and that the change was
necessary if the Leaning to One Side movement was to be established effectively. The
new accounting equation reflected the state’s involvement in all aspects of economic
activity (Wang & Liu 1954). To produce each unit of output, an amount of funding was
allocated from the state, and all profit that resulted was collected and controlled by the
state. With the state dominating production in this way, only two elements of the
accounting equation were needed: one to show the application of funds, and another to
show the sources of funds. The application of funds described how amounts were used
in the productive processes, such as for the purchase of equipment. Source of funds
described how amounts were obtained; for example, from government granted funds or

37

Appendix Four gives an example of accounts from 1956, Appendix Seven an example of a balance
sheet from 1956, and Appendix Twelve an example of a financial statement from a state-owned industrial
enterprise from 1956 to view the accounting systems under the impact of Leaning to One Side.
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seasonal loans. The application and sources of funds were required to be equal at all
times. The term ‘fund’ in the equation was similar in nature to the term ‘capital’;
however, the term 'fund' was used to differentiate it for the socialist economy (Huang
2001).

The revised accounting model was integral to the centralised socioeconomic planning
model that Mao intended to adopt from the Soviet Union. Two speeches made by
Makarov (1951, 1952), one of the Soviet Union’s accounting experts, influenced
Chinese accounting practice at the time. In his first speech, Makarov (1951)
systematically introduced the socialist accounting system. He stated that the movement
to a socialist economy was based on a plan for the development of a unified national
system. To effect this change, Makarov (1951) argued that accounting systems needed
to change to reflect the new focus of the national economy: socialist economic
production. The purpose of accounting was to supervise and guide the plan, check its
progress, and ensure that the plan could be completed in time (Makarov 1951). Similar
to Chinese organic intellectuals, Makarov argued that the conventional accounting
equation was not suitable in a socialist economy because it reflected information
relating only to individual enterprises, which were to be a small part of national
economic activity. Makarov (1952, p.1) joined other scholars in the criticism of Tao and
his attitude towards capitalist accounting systems:
Some Chinese intellectuals advocate that there is no class in accounting systems, and
accounting does not change in any social system, for instance, Tao De. His paper tried
to not only defend capitalist accounting and capitalist systems, but also to support the
use of capitalist accounting practice in China’s New Democracy…. A new accounting
system should be established in China’s New Democracy, and it should serve the
PRC.
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According to Gramsci’s theory of hegemony, to achieve a complete transition to a new
social system, a transformation of the political ideology is required to enable the
dismantling of the capitalist class and its replacement with the working class (Simon
1982). This process is, “in reality, inseparable from changes in the outlook and
consciousness of those who are involved or, as Gramsci put it, from intellectual and
moral reform” (Simon 1982). In the context of Chinese accounting practice, key
accounting scholars, the intellectuals, played a role in this process of building up a new
social consciousness. They transferred the ideology of socialist society by conceiving
socialist-based accounting systems, then diffusing this accounting knowledge through
the profession. Makarov, as one example of an accounting scholar, was part of the
organic intellectual group that was integral to the process of building a new social
consciousness (Gramsci 1971). The role of the intellectual, which Makarov embraced,
was to make sense of those accounting terms and terminologies that would be diffused
throughout the accounting profession.

During the Leaning to One Side movement, the translation of western accounting
textbooks ceased. Those published during the period were either directly translated from
or based on the Soviet Union’s accounting textbooks; for example: New Accounting
(Wang & Liu 1954), Industrial Accounting (Renmin University 1956), and Industrial
Cost Accounting (Xu 1957). In line with the position taken by organic intellectuals in
the New Democracy period, these books all highlighted the ‘evil’ nature of capitalism
and emphasised the ways in which it hid exploitation of the proletariat. These texts also
stressed that socialist accounting methods were a powerful source of support for
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working people in the building of socialism. The following quote represents a typical
example of such discourse:
[In capitalism] workers are in a position to be exploited and oppressed because all
the fruits of their labour are captured by capitalists. Also, workers are not voluntary
elements in the production process, but are forced to endure the brutal capitalist
exploitation under the threats of hunger and unemployment. Capitalist accounting
for labour and wages, in essence, aims to strengthen the exploitation of workers
and to maximise profits from surplus value.

In our socialist country, production has become a glorious career for every member
of society who has the ability to work. In the state-owned enterprises, labour and
the possession of production means are unified so that workers are the masters and
they work to create a beautiful life in socialism (Renmin University 1956, p.23).

Another journal was established in China in 1952: Industry Accounting, created and
published by the MOF. In the preface to the first issue of this new journal, the editors
stated that the economy proposed under the New Democracy movement should be
shifted to a centrally planned socialist system. The development of accounting theory
and a uniform accounting calculation system were considered important for achieving
this aim. The editors specified four main tasks of the new journal (Industry Accounting
1952a, p.1):
…introduce the advanced Soviet Union’s industry accounting theory and
experience…criticize reactionary theory from capitalist accounting…discuss and
report some new theory and questions from continuous study and experience…and
study and discuss industry accounting regulations from the central government….

After fierce debate, played out in the Industry Accounting journal, many accounting
scholars suggested that China’s accounting system should completely mirror that of the
Soviet Union (Guo 2003). However, counter-arguments held that the different economic
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situations in China and the Soviet Union made a complete adoption of Soviet Union
accounting practices in China untenable (Wang 1953). Despite these counter-arguments,
the search for an alternative was not considered a timely option; the priority was to
eliminate capitalist thought and develop an accounting system appropriate for
contemporary China (Wang 1953). The Soviet Union’s accounting system was believed
to be suitable for this aim, and was therefore used as the template for accounting reform
in China (Wang 1953; Huang 1954).

Industry Accounting, displayed a much firmer attitude than had the New Accounting
Journal in the previous period, as stated in the Editorial section of the first issue in
1955: “It is undeniable that the bourgeois, reactionary ideological perspectives still
influence the accounting profession. This influence must be quickly eliminated, and this
is one of the main tasks of our journal.” It also devoted significant space to the critique
of the ‘incorrect’ political position adopted in some accounting books published before
1954. Similar to the criticisms directed towards Tao De in the New Democracy period,
another accounting academic, Wang Danru, became the target of intellectual anger. For
instance:

The book – Public Accounting [written by Wang Danru] – is a serious mistake
because it focuses on commercial enterprises, i.e. the business circulation of
commodities, rather than production. This reinforces the interests of capitalists who
claim that the expansion of capital is not due to the labour work in production, but
the circulation of commodities. The reactionary nature of this theory in accounting
is obvious.
…[R]ecognising government funds as liabilities signifies to readers that the funds
are the debts of enterprises. This view is wrong because state-owned enterprises
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belong to everyone in our socialist and democratic country, government funds
therefore are the source of funds, but not liabilities for enterprises (Huang et al.
1955a, p.26).

This criticism, in Gramsci’s terms, can be considered part of the struggle of the rising
class to “assimilate and conquer ‘ideologically’ the traditional intellectuals” (Simon
1982, p.95). While the majority of Chinese accounting scholars praised the Soviet
Union’s accounting systems, Wang Danru’s textbook, like Tao’s publication, claimed
that accounting was a recording tool, a purely technical craft that is irrelevant to class
struggles and politics (Huang et al. 1955a, 1955b). An interesting example is one of the
discussion questions in Wang’s textbook:
Question: Please discuss why we cannot learn an accounting system from capitalist
countries?
Answer: The development of state-owned enterprises in our country will be rapidly
increasing from now on…to ensure the evolution of the New Democracy to a socialist
economy. Therefore, we should take the stated-owned enterprises accounting as the
primary learning object and learn socialist accounting theory…. (Wang 1988, cited in
Huang et al. 1955b, p.25).

Although the answer to the question appears reasonable, critics argued that Wang did
not show the advanced and scientific nature of socialist accounting, and did not reveal
the deceptive nature of capitalist accounting in this special social stage (Huang et al.
1955b). In other words, Wang was accused of not sufficiently criticising the capitalist
system in his suggested answer (Huang et al. 1955b). Compared to the New Democracy
period, where debate was permitted, the moral and intellectual contentions of traditional
accounting scholars were significantly restricted in the Leaning to One Side period.
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In response to Wang’s accounting textbooks, some users wrote letters complaining that
they had been negatively influenced by the contents of his writings for over six months,
leading to substantial losses in their accounting work (letters cited in Lixin Accounting
Publishing House 1955). Readers expressed their wish that the reactionary thoughts
included in Wang’s texts be eliminated from all future accounting books (letters cited in
Lixin Accounting Publishing House 1955). Lixin Publishing House eventually issued a
public apology stating that they would not be influenced by ‘evil’ capitalist accounting
practices, and that they would try their best to contribute to the socialist transformation
in a short time period (Lixin Accounting Publishing House 1955).

Considering these developments in Chinese accounting practice in light of Gramsci’s
theory, it is evident that organic intellectuals were influential in weakening the capitalist
accounting attitudes and diffusing the political ideologies of the New Democracy.
Accounting scholars were constant participants in China’s social and economic reform
process as the nation adopted the Leaning to One Side ideology. The role of organic
accounting intellectuals was to make the connection between the systematised political
ideologies and applied accounting practices to achieve ideological consensus among the
group.

5.3 Narrative of the evolution of land accounting in Mao’s New Democracy
and Leaning to One Side
This section considers accounting treatment of land as an example to illustrate how
accounting scholars assisted with the diffusion of political ideologies under the New
Democracy and Leaning to One Side movements. While the accounting handbooks
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issued by the MOF at the time provided no guidance on the treatment of land, the
accounting textbooks used in tertiary education stipulated how land accounting was to
be performed to meet the changing land laws. By examining the different accounting
treatment of land as recorded in accounting textbooks, this section illustrates the nature
of accounting practices under the influence of various political ideologies.

During the transition period of the New Democracy, land accounts were listed in the
balance sheet as a non-current asset (Pan & Yu 1952; Pan 1952a, 1952b). However,
when China adopted the Leaning to One Side policy and moved to a Soviet-style
socialist system, land was considered the property of the state and therefore was treated
as an off-balance-sheet account, and was moved to the supplementary notes (Wang &
Liu 1954). According to Gramsci, this is an example of how political consciousness can
be mobilised through education; in this case, accounting practice. Considering this in
the context of Gramsci’s concept of hegemony provides further insights regarding how
the diffusion of political consciousness is materialised through accounting practices
during periods of transition. Accounting textbooks, in this case, were used to alter the
system of accounting education and instil the political hegemony envisaged by Mao
(Chua 1996; Boyce 2002; Ferguson et al. 2005; Boyce 2008).

From 1949 to 1953 38 , in the New Democracy period, the CCP achieved national
leadership by taking into account the popular and democratic demands of its various
alliances during the time. As Simon (1982) notes, the essential element of achieving

38

Appendix Three gives an example of accounts from 1952, Appendix Six an example of a balance sheet
from 1953, and Appendix Eleven an example of a balance sheet from a state-owned industrial enterprise
from 1952 to view the change of accounting systems in the New Democracy.
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hegemony in civil society involves establishing alliances to build a national collective
will. Land was at the heart of the revolution and the transition towards the PRC because
it was used as an apparatus to inspire enthusiasm from the lower classes and bring the
proletariat under the Party’s control (Saich 2004). It was also believed that land reform
was an effective way of combating and eventually eliminating private ownership of
property, which would further hegemonic control as a result of the state's
monopolisation of the land asset (Lin & Ho 2005). Under the New Democracy, land
was required to be redistributed from landlords to the labourers and lowest peasants’
classes; however, the middle and upper peasant classes were allowed to maintain their
own land to minimise disruption to production. Lynch’s (2004, p.73) interpretation of
Mao’s early principle of land distribution was that he was “taking from those who have
a surplus and giving to those who have a shortage”, and “taking from those who have
better and giving to those who have worse”.

The Land Reform Law (The People's Republic of China State Committee 1950)
stipulated:
Article 1: abolish the landownership of landlords and exploiters, implement the
peasants’ land ownership to liberate and develop productive power in the country
area….
Article 4: …the landlord’s operated business and other land and assets, which are
directly used in industry and business, cannot be confiscated, and business cannot be
interrupted because of confiscated feudal land and assets.
Article 6: protect the rich peasants’ land, including the plow land and the farming
land….
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Article 10: all confiscated and requestioned land and other means of
production…should be equally and fairly redistributed to the landless or peasants with
limited land, the landlords shall be given one equal share of land to maintain their
livelihood and thus reform them through labour....

Mao's action is consistent with Gramsci’s theorising of the move towards advanced
socialism because there is “not a sharp rupture or explosion confined to a single
historical moment when the working class seizes state power” (Simon 1982, p.103). In
China’s case, although land and other natural resources in the period of the New
Democracy were considered to be public property, the government permitted the
continued retention of land for private use as well as the purchase and sale of private
land (Pan, 1952b). Thus a private real-estate market still existed and the land account
remained on balance sheets as a non-current asset (Pan & Yu 1952; Pan 1952a, 1952b):
Non-current assets are used to reflect the enterprises’ fixed funds.... In a narrow
sense, non-current assets exist for use in a business operation, they can be used for a
long period, and their own materials are not incorporated into the finished products….
In standardized accounts in 1952, the examples of these assets are: land, housing,
equipment, and buildings… (Pan & Yu 1952, p.35).

In this New Democratic period, land assets could be owned by either the state or private
enterprises. Moreover, the ownership of land could be transferred, and could be
maintained for the purpose of future benefits obtained (Pan 1952b). As the transition to
a socialist economy continued, however, the ownership structure related to land
changed as the government started to eliminate its private ownership. Gramsci notes:
The advance to socialism is a gradual process involving the extension of democratic
control over all areas of life; in the course of the struggle to extend democracy more
and more people will come to see that the replacement of capitalism by a system of
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public ownership and socialist planning is a necessary condition for the fullest
development of democracy (Simon 1982, p.103).

As China committed itself to following the Soviet Union model of social and economic
development, changing ideas related to land ownership for the purposes of a socialist
economy based on this model began to emerge. The Chinese government claimed that
private ownership of land would not result in a rational use of resources or advanced
farming techniques (Saich 2004). In support of the socialist movement, scholars argued
that once a socialist China was established, the land ownership and management should
be the role of the state on behalf of the people (Tang 1994). Accounting scholars, as the
authors of accounting textbooks, interpreted land laws and applied them to accounting
practices to manifest these ideological shifts.

Although the CCP had promised to grant land ownership to Chinese peasants during the
civil war of the 1940s and in its early period of power during the New Democracy
movement in the 1950s, from 1953 the Party began to rescind its promises and return
ownership to the state. The peasants were instead issued a grant in the form of a “land
use right” so that agricultural production could continue (Lin & Ho 2005). In return, an
agricultural tax was required to be paid to the state, and land users were not allowed to
lease or sell their allotted land (Lin & Ho 2005). These changes to the land laws were a
significant element contributing to the hegemonic leadership of the state. The process of
abolishing private land ownership began from 1953 when the government released its
“Regulations on Agricultural Producer Cooperatives”, such as Dongbei people’s
agricultural department (1953):
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Article 10: Cooperative families can maintain small percentages of vegetable plots,
homestead and adjacent gardens; all other land should be held for the cooperative,
and be centrally managed. The land owner should get some reasonable rewards (for
land contribution) based on the quality and other conditions of the land….

The education system, Boyce (2008) notes, would have the most active part in both
establishing and implementing these changes. In 1954, the new accounting system,
which reflected the requirements of the socialist revolution and the practices of the
Soviet Union, was implemented. As noted, instead of the “capitalist” accounting
equation Assets = Liabilities + Equity, the new form reflected the inflow and outflow of
funds for a given period, using the equation Applications of Funds = Sources of Funds
(Ministry of Finance 1955). The land account was interpreted by accounting scholars as
neither an asset nor a liability under this socialist accounting system because it was
publicly held. Thus, supplementary notes were used to show those special cases where
land was occupied and used by enterprises (Wang & Liu 1954). This accounting system
was praised by Wang and Liu (1954) as the most advanced and accurate reporting
system, which strictly followed Marxist theory. The land account, disclosed in the
supplementary notes, was claimed to be helpful in showing the quality of land that was
used by a specific enterprise, which improved the reliability of the reporting of an
enterprise’s economic activities (He 1953).

At the ideological level, the CCP claimed that, in socialist societies, the working class
become owners of the country because the removal of private ownership of the means
of production eliminates the exploitation of workers by capitalist regimes (Wang & Liu
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1954). Scholars cited the speech of the Soviet Union’s dictator, Stalin, to support this
ideology (cited in Wang & Liu 1954, p.5):
[T]he political power of the bourgeoisie has been overthrown by the working class,
and thus, ownership of manufacturing tools, land, factories, manufacturing plants etc.
has been transferred from the bourgeoisie to the working class. The working class is
the owner of this socialist country, and they are working for themselves, rather than
the bourgeoisie.

With the textbooks reflecting the shifting ideologies, as this section demonstrates, the
accounting education system provided a means by which to develop organic
intellectuals with perspectives that supported the state.

5.4 Summary
This chapter shows that political ideologies significantly influenced the development of
accounting systems from 1949 to 1957. By reviewing two important political ideologies
in the first period of the Maoist regime, the New Democracy and Leaning to One Side,
this chapter has highlighted changes in accounting systems, such as accounting
equations and the land accounting system. In addition, this chapter reveals that
accounting intellectuals play a central role in shifting accounting systems by closely
following each new political ideology. Organic accounting intellectuals, in particular,
would attempt to weaken the influence of traditional accounting intellectuals through
internal debate in the accounting community, and help the dominant political leaders
establish a new accounting system to satisfy the requirement of politics.
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Chapter Six: The Maintenance of Hegemony and Organic Crisis – the
Great Leap Forward, the People’s Commune, and the Cultural
Revolution 1958-1977
The purpose of this chapter is to narrate the story of accounting evolution under the
second period of Mao’s political ideologies from 1958 to 1977. During this period,
hegemonic leadership was considered to be maintained; however, political crisis was to
follow. Mao’s Great Leap Forward and the People’s Commune are identified as two
major political movements used during the early stage of this period to maintain
hegemony through further eliminating the influence of capitalist systems, and to
establish an accounting system that could be understood by the public. The Cultural
Revolution that followed was the result of the failure of the Great Leap Forward and the
People’s Commune movements. The accounting systems throughout these stages will
be investigated through Gramsci’s theory of hegemony.

6.1 The maintenance of hegemony: the Great Leap Forward and the
People’s Commune
Gramsci (1971) described the importance of maintaining hegemony following a
leadership change in perpetuating dominance. As Simon (1982) explained, “hegemony
can never be taken for granted”, and this hegemonic leadership has to be maintained by
adapting the existing social system to satisfy the requirement of changing ideologies
(Simon 1982, p.37). In addition, Gramsci placed his emphasis on the importance of
establishing a national-popular state in the process of maintaining power, which is
argued to be achieved through civil society. To reflect this argument, this section will
continue to use the struggle and internal debate of the traditional and organic intellectual
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to demonstrate the process of power maintenance in the Great Leap Forward and the
People’s Commune movement. In particular, this section focusses on the role of organic
intellectuals in these two political movements. Specifically, organic intellectuals
attempted to completely eliminate the influence of capitalist systems and establish a
nation-wide accounting system as part of the People’s Commune movement to reinforce
Mao’s hegemonic leadership.

6.1.1 Narrative of the Great Leap Forward

In 1956, Mao initiated a nation-wide campaign to transform China and create a socialist
society within three years. In Mao’s view, a critical issue for establishing a socialist
society was to advance the productive forces, which included the transfer of ownership
of agriculture and handicraft from the individual to the collective, and to transfer
ownership of business from private interests to the state (Mao 1956, p.6). Mao
elaborated the reasons for his socialist reform:
[T]he main internal contradiction of China is that between the features required for
the development of an advanced industrial state and the reality of the existing
‘backward’ agricultural mentality; between the features required for an advanced
economic and cultural state, and the reality of the existing ‘backward’ cultural
mentality. The nature of these contradictions is the reason that the socialist system has
been founded in China. In other words, these contradictions arise because of the needs
of an advanced socialist system and the backward productive forces in contemporary
China. We should adopt policies in economics, politics, and culture…to accomplish
this target.

To achieve this aim, Mao launched the Great Leap Forward movement in 1957. The
slogan of this campaign was to “put politics in command” so that China would become
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“faster, better, and more economical” (Grasso et al. 2004, p.179-180). Mao encouraged
this movement by using his “blank and poor” theory:
…China’s 600 million people have two remarkable peculiarities; they are, first of all,
poor, and secondly, blank. That may seem like a bad thing, but it is really a good
thing. Poor people want change, want to do things, want revolution. A clean sheet of
paper has no blotches, and so the newest and most beautiful words can be written on
it, the newest and most beautiful pictures can be painted on it (translated by Grasso et
al. 2004, p.180).

Compared to the previous political movement of Leaning to One Side, the Great Leap
Forward can be understood as an initiative to detach China from the Soviet Union’s
dominant influences, and to achieve full communism ahead of the Soviet Union (see
Rice 1972; Thornton 1982; Grasso et al. 2004). Mao (1958) stated that the more China
copied from the Soviet Union, the more problems would emerge from different policies.
It had been necessary to learn from the Soviet Union in the newly established China;
however, according to Mao not all theories copied from the Soviet Union were helpful
for China’s continued development. Therefore, he suggested a new set of systems for
China.

The accounting system adopted in China in the late 1950s was mainly based on the
Soviet Union’s accounting system39. However, this system started to receive criticism
from leading accounting organisations beginning in 1958. The Chinese Coal
Association (1959) stated that some bourgeois accounting views still existed, which
were described as “transcendent accounting”, “independent accounting”, “mystification
accounting”, and “complicated and deep accounting”. These were argued to have

39

See details in Chapter Five.
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restricted socialist thought and limited the Great Leap Forward. Industry Accounting
(1958), as the most influential accounting journal, criticised the existing accounting
systems, and its editorial board suggested that adapting these systems was the only way
the requirements of the Great Leap Forward would be met (Industry Accounting 1958).
The journal editors noted three factors that needed to be addressed by the MOF for the
accounting system to support the Great Leap Forward movement:
First, through decentralisation…the authorisation and validation of financial
statements should be turned over to central departments, with the MOF only in charge
of summarised financial reports. Second, vigorous simplification is necessary….
[T]he accounting system copied from the Soviet Union is not suitable for Chinese
practices…. [T]he accounting system includes irrelevant information…. Third, we
must strive for simplicity; the complicated accounting system is not understood by
managers, the masses, and even accounting professionals…. (Industry Accounting

1958, p.1)

This movement, however, is significantly different to the Leaning to One Side
movement that encouraged internal debate among accounting professionals. The
discourse of organic intellectuals received less resistance during this time. The Industry
Accounting journal devoted pages to the spreading of the ideology of the Great Leap
Forward throughout the accounting discipline. Zhang, Xinzhou (1958), who was the
deputy head of the MOF accounting department, published a paper called “Eliminating
superstition: bravely and thoroughly evolve enterprises' accounting rules and
regulations”. In this paper, Zhang (1958, pp.1-4) attempted to propose the new
accounting system by analysing the flaws of the Soviet Union’s accounting systems:
The existing accounting system is complicated and many people (such as leaders, the
public, and even accounting professionals) do not understand it. The first reason for
this is that this set of accounting systems is a verbatim copy of the Soviet Union’s
practices. We copied everything from the Soviet Union, including classification of
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accounts, numbering, name, content, financial statements etc. We had a misleading
conception that their systems would be suitable for China. The second reason is that
the bourgeoisie and capitalist thought has not yet been thoroughly eliminated in our
socialist movement. We have focussed only on accounting and have ignored the role
of the human. More specially, we rely too heavily on policies and have ignored the
role of people. The enthusiasm of our people and productive forces are actually
restricted by these accounting policies and rules. Therefore, we should give freedom
to our thought, and continue to eliminate capitalist accounting thought in order to
reform Chinese accounting systems.

Other accounting scholars challenged the existing accounting system from various
perspectives (Jin 1958; Lu 1958; Yuan 1958). For example, Renmin University (1958,
p.158) challenged the view of accounting as a mechanism for control:
Accounting work…has always been misled by the concept of ‘supervision
supremacy’. This concept ignores the role of masses, and superficially believes in
accounting supervision, overemphasizing the role of the system rather than the role of
masses, which leads to accountants heavily relying on the accounting system…and
strictly following it…. As such, accountants follow whatever is mentioned in the
system even if some policies are harmful for the production, and ignore anything that
is not mentioned in the system even it is beneficial for production. In this way,
accounting has worked against politics, production, and the masses….

Scholars argued that the Soviet Union’s accounting system was inappropriate, and
instead that a simplified accounting system was necessary to benefit socialist
development. A number of changes were introduced into the accounting system 40
during the period.

40

Appendix Five gives an example of accounts from 1958, Appendix Eight gives a simplified example of
a balance sheet from 1960, and Appendix Thirteen gives a simplified financial statement of a state-owned
industrial enterprise from 1958 to view the accounting systems in the period of Great Leap Forward.
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The first change aimed to reduce the number of account titles used in accounting
reports. The accounts were reformulated by either head departments of industries or the
enterprises themselves, then reported to the MOF. Based on the records held by the
MOF in 1958, many transitional accounts and supplementary accounts were deleted,
accounts with similar characteristics merged, and the corresponding relationship
between accounts simplified. The number of accounts available for use by state-owned
enterprises was reduced from 110 in 1956 to 44 in 1958 (Ministry of Finance 1958).
The following table shows the main account categories in 1958.

Table 6.1: Summary of Account Categories in 1958
Classification
Class One: Non-Current Assets
Class Two: Material
Class Three: Production Costs
Class Four: Finished Products and selling Products
Class Five: Currency
Class Six: Settlement
Class Seven: Other Assets
Class Eight: Funds
Class Nine: Bank Loans
Class Ten: Financial Results
Total

Number of accounts
2
7
7
4
4
10
1
5
1
3
44

The second change concerned the financial statements. Renmin University (1958,
p.335) identified problems: “the types of statements and indicators are too meticulous
and tedious, not simple” and “the structure and content is too esoteric, not common”.
These factors, it was argued, negatively affected the timeliness and correctness of
financial statements and how these statements were used (Renmin University 1958,
p.335). The complexity of the financial statements was attributed to China’s excessive
reliance on the Soviet Union, and lack of knowledge regarding the actual needs of
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China (Shanghai Financial and Economic College 1959). To overcome these problems,
the financial statements were simplified by deleting or merging unnecessary statements
and indicators. In this way, the financial statements, such as the Income Statement and
Statements of Financial Position, were reduced to one comprehensive statement. To
ensure timeliness, accounting statements were allowed to be prepared prior to the end of
month, and accounting values were obtained based on accountants’ estimation (Xiang
1999). Guo (2003, p.83) summarised this new set of industrial enterprises’ financial
statements:
…there are 66 indicators in annual financial statements, 28 indicators in seasonal
statements; and no format requirement for monthly statements, and only two
indicators, total profits and proposed basic depreciation fund, that are required to be
reported. Compared to the previous financial statements…the number of indicators
has been reduced by 94 percent at the state level and 74 percent at the local level....
[T]he number of financial statements reported from the heads of central units to the
MOF has been reduced from 21 to three, and indicators have been reduced from
2,236 to 129.

A book edited by the Coal Industry Association devoted one section to introducing the
experience of enterprises that prepared financial statements in the short time period
specified during the Great Leap Forward movement.

For example, Benxi Mining

Bureau (1959) noted that their monthly financial statement could be completed in the
first day of the following month after breaking from the Soviet Union’s accounting
policies, and believed that accountants’ attitudes towards politics could be reflected in
whether the statements were prepared on time. This enhanced accountants' political
consciousness. Jiangxi Mining Bureau (1959) claimed that the time needed to prepare
monthly statements fell by more than 10 days after adopting the ideologies and
corresponding accounting practices of the Great Leap Forward movement. Fenxi
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Mining Bureau (1958, p.278) claimed that the reason that financial statements had been
delayed in its previous reporting period was because “the concept of capitalist
accounting has deeply influenced our thoughts”, which had made their accounting work
“complicated and bewildering”.

The third change focussed on decentralising the practice of accounting to the enterprise
level. Following Zhang’s (1958) 41 suggestion that a simplified accounting system
should be created for China, accounting departments across different organisations
established 'no-entry accounting' and 'no-ledger accounting', in which receipts were
used in place of actual accounting records. In August 1958, the Beijing Construction
Office (1958) introduced the practice of 'using receipts as accounting records', and the
accounting division of Tianjin Forth Engineering Office (1958) introduced 'no-entry
accounting'. In the following months, the Industry Accounting journal reported the
introduction of more socialist-style accounting systems and encouraged their use in
accounting departments. In September, it was reported that the Ministry of
Communications Accounting Department in the Bohai district (1958) used invoices in
place of accounting journal entries42, which was argued to provide accountants freedom
from bookkeeping. Meanwhile, Jianhua Machinery Factory (1958) created an
'unmanned salary distribution', under which employees were responsible for the
calculation of their own salaries, making accountants redundant in this task. In October,
the Fenxi Basic Construction Enterprise 43 (1958) used a 'no invoice, no recording'
41

As mentioned previously, Zhang was the deputy head of the MOF Accounting Department.
In this method, invoices are considered as general journals, and are further classified based on the
category of accounting items. The total amount of these classified invoices is seen as the general ledger
control accounts.
43
Fenxi Basic Construction Enterprise is a construction company that typified the type of organisation
that existed at the time.
42
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method of record-keeping in which a simple bank book was used to keep track of
deposits. In November, an 'unmanned material supply office' was created by the
Taiyuan Public Private Partnership Automobile Manufacturing Venture (1958), with
other accounting departments establishing a 'no material requisition form' policy
(Tianjin Steel Factory 1958), and a 'no-cashier office' (Guangzhou Construction
Industry Office 1958). These practices departed from the typical purpose of an
accounting system, which is to record and monitor financial performance based on
source documents. However, these were described as superior methods, with Shantou
Industrial Enterprises (1958, pp.13-14), for example, praising them and arguing that
accountants have “enhanced their political consciousness, and have established socialist
characteristics of daring to think, daring to speak, and daring to do”. It was argued that
these characteristics led to accounting systems being more efficient, and accounting
workloads were significantly reduced.

Unsurprisingly, these practices were revealed as problematic in the Great Leap Forward:
…the unprecedented chaos of the accounting system…and the function of accounting
supervision has been significantly reduced…as people suggested that accounting
supervision is not necessary in socialist China…. Large amount of funds have been
lost. Based on the report of CCP Central Committee towards funding settlement and
advice, it has revealed that there are in total 6.74 billion RMB 44 bank loans and
enterprises’ liquid funds that have been used by local governments and departments
as fiscal expenditure…. There are 8.6 billion RMB bank loans that have been used as
fiscal expenditure in the first half year of 1959. By considering the current year’s total
income, total expenditure, and deficit, 1/6 of income and expenditure are in breach of
regulations in 1958, three times the current year’s fiscal deficit. These figures do not
consider the loss of property because of disordered enterprise management and
exaggerated reporting (Xiang 1999, pp.148-149).
44

Refer to Ren Min Bi.
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At the end of 1958, the CCP members had already realised the failure of the Great Leap
Forward. In November and December of that year, Mao publicly admitted the need for
adjustments.

6.1.2 Narrative of the People’s Commune

The People’s Commune movement started in 1958 and functioned as the platform to
translate the political ideology of Great Leap Forward into practice. Meisner (1999,
p.221) interpreted the interrelationship between the Great Leap Forward and the
People’s Commune:
In the Maoist literature of the Great Leap, the commune was seen to be “the organizer
of living” as well as the organizer of production; it was conceived not only as the
means to realize ultimate communist ends but also as an embryonic communist
society that was taking shape in the here and now, an embryo that would grow to
become the basic social unit of the future communist utopia.

Mao believed that the socialist end could only be achieved through socialist means, and
that the People’s Commune was the ideal agency to reconcile the means and ends of
socialism (Meisner 1999). In this way, the People’s Commune could form the basic
social units that would be critical for China’s progress towards the ultimate socialist
society (Meisner 1999, p.191). The People’s Commune was the main social governance
unit that was to control activities as diverse as “agricultural production; the
development and fostering of industry and commerce; the provision of health care;
police, social services, and education; and the collection of taxes” (Schoppa 2011, p.30).
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On 10 September, 1958, People’s Daily45 published a resolution of the CCP regarding
the rural People’s Commune. It stated that the commune was to be owned collectively
rather than publicly46. The CCP believed that collective ownership prepared the way for
public ownership, which would be achieved within three to six years. Anyone who
wanted to join the People’s Commune should follow rules: working tasks are shared by
members; the individual family voluntarily contributes land and animals; and working
tools transfer from private to communal ownership. The political magazine Red Flag
47

(1958, p.13) published a special editorial praising the establishment of the People’s

Commune in China, stating:
the People’s Commune provides the best form for our socialist construction…. It is
widely accepted by the public, which also changes the old productive relationship
without doubt. This not only indicates a leap in development of our social production,
but also shows understanding of Mao’s revolution thought.

By the end of August 1958, around 30.4% of rural households were participating in
communes; this proportion increased sharply to 98.2% by the end of September 1958
(Lippit 1977). Mao (1958, 30 August) claimed that the establishment of the People’s
Commune was a spontaneous activity, rather than proposed or organised by the CCP,
and showed the people's enhanced consciousness of the socialist construction resulting
from liberating the productive relationship. Chi (1967, p.65-66) translated an item from
the People’s Daily’s of September 3, 1958:
The rapid growth of the People’s Commune definitely does not stem solely from
economic causes. The keenness shown by the mass of the peasants towards the
45

A daily newspaper that has been published in the PRC since 1946 by the Central Committee of the
CCP.
46
Collective ownership means property, such as land and industrial assets, is owned by Commune
members for mutual benefit. In contrast, public ownership indicates that these properties are owned by the
state on behalf of the entire people.
47
A magazine launched by CCP in 1958 and discontinued in 1988.
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People’s Communes speaks first of all of their greatly increased socialist and
communist consciousness. Through 1947 debate among the rural population on the
socialist and capitalist roads of development in the countryside, the Communist Party
smashed the attack launched by the bourgeois rightists, landlords, rich peasants, and
counter-reactionaries…and eliminated the rightist conservative ideas in agricultural
production.

An important accounting issue for the People’s Commune was how to recognise
income. As the People’s Commune was a large-scale organisation with various
businesses in it, income determination was complex. The source of revenue for the
People’s Commune mainly came from the investment of the state and submission of
production units, such as agricultural production, and other production, such as forestry,
animal husbandry, and fisheries. The revenue-in-production team included agricultural
revenue, animal husbandry revenue, forestry revenue, and other industry income, such
as industrial and transportation revenue (Shanghai Business School Accounitng Unit
1960). The following diagram shows the accounting-management structure of the
People’s Commune in 195848.

48

The People’s Commune accounting unit experienced three evolutions from 1958 to 1962, and each
evolution was focussed on the decentralisation of accounting in People’s Communes. During the first
stage, from 1958 to 1961, the People’s Commune was responsible for accounting management. During
the second stage, from 1961 to 1962, the production brigade was responsible. During the third stage,
from 1962 onwards, the production team was responsible.
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Figure 6.1: The Accounting Management Structure of the People's
Commune in 1958
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Source: adapted from Baoding Dongfeng People’s Commune (1958, p.9).

As the main source of income was from agricultural production, this thesis will
emphasise the accounting practice for the agricultural section49. As Figure 6.2 shows,
the production brigade was not an independent accounting unit, but reported to the
Commune Accounting and Finance department. This indicates that the production
brigade was only responsible for some general ledgers assigned by the People’s
Commune, and its total income and liabilities were controlled by the Commune. In
addition, the production brigade was restricted to borrowing from financial institutions.
Production teams were the report unit, and only responsible for reporting all the
accounting transactions to their upper production brigade.
49

As noted above, most households joined the People’s Commune through agricultural activities. This
thesis selects this part of the People’s Commune as it is a good example of the establishment of the
socialist accounting system.
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The People’s Commune had three organisational levels: the People’s Commune, the
production brigade, and the production team (Chinese Communist Party 1958, 10
December). The People’s Commune management committee was at the top level, and
responsible for the operation of production brigades and production teams, and also
functioned as the department for managing basic construction, financial management,
and living and welfare management. The second level was the production brigade,
which was in charge of engineering, agriculture, commerce, science, and soldiers. The
production team was the basic level of organisation, and was in charge of the work of
labourers (Chinese Communist Party 1958, 10 December). Based on the statistics of
Crook (1975, cited in Chinn 1978), a commune is composed of 15 production brigades
composed of seven teams on average,

each of which contains 34 households on

average. The CCP encouraged the masses to join the communes, and to turn their
private plots over to the commune at the same time (Chinese Communist Party 1958).

Figure 6.2 People’s Commune Structure
People's Commune

Production brigade 1

Team 1

Team 2 ...

Team 7

Production brigade 2 ...

Team 1
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Team 7

Production bridgade
15
Team 1

Team 2 ...
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Source: adapted from Chinn (1978).

In line with this organisational and accounting-management structure, production teams
submitted their income to their production brigade after distributing salaries and
deducting production costs. The production brigade used funds from production teams
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to pay for management salaries at the brigade level, taking some proportion of revenue
as reserve and for public welfare, the latter of which would be equally reallocated to
production teams. The revenue of the commune came from the turnover of production
brigades and state investment. After distributing salaries to their management, the
remaining funds were used to subsidise poorer brigades and pay for education and
health care at the commune level, with the remainder kept as accumulated funds.

Besides the administrative support, accountants in the People’s Commune were
instructed to “accept the leadership of the Party” and “follow up and implement the
state’s economic principles and policies in each period”, with the aim of reinforcing the
productive relationship in socialist society (Xiamen University 1960, p.26). More
specifically:
Accounting [in the People’s Commune] is not only relevant to pure economic or
bookkeeping issues, but is a significant political issue. This issue would determine
whether the People’s Commune can be founded with principles of thrift, economy,
and democracy, whether the People’s Commune can be reinforced and improved.
Without an appropriate economic accounting…we cannot reward the advanced
commune and punish the backward one and enhance working efficiency and quality;
we cannot reasonably manage the labour, material resources and finance; we cannot
reasonable plan the production, exchange, consumption and accumulation….

Furthermore, class struggle in the accounting system was an important theme in the
People’s Commune. Lin (1966, p.35) noted that “the class struggle exists in rural
areas, and also the struggles between socialism and capitalism. We should pay
more attention to the political nature of the accounting system and [how it] serves
the class struggle in the People’s Commune”. To that end, accounting professionals
were encouraged to follow Maoist thought to evolve the accounting system
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(People's Daily 1966). In this sense, the purpose of accounting in the People’s
Commune has been listed as follows:
In capitalist society, accounting is a tool that serves capitalists. The People’s
Commune in rural areas in China is an organisation with socialist collective economic
characteristics, and the members are also the owners of the production team. The
majority of these members are poor peasants. Therefore, the initial purpose of
accounting is to serve poor peasants and members, and accounting records should be
beneficial for them to conduct supervision and achieve financial democracy (People's
Daily 1966, p.2).

As with the Great Leap Forward, the main tasks of the accounting system in the
People’s Commune were presented ideologically: first, to completely eliminate the
influence of the capitalism; and second, to set up a communist accounting system
that would serve the general public. The following section will be divided into subsections to demonstrate the main features of the accounting system in the People’s
Commune, and will discuss how organic intellectuals have striven to diffuse these
political ideas.

Accounting professionals in the People’s Commune: Mao (1926) asserted that to
ensure the success of the Chinese revolution and not lead the masses astray, it was
necessary to “distinguish real friends from real enemies”, and “pay attention to
uniting with our real friends” to fight against real enemies. The various labour
forces were categorised as different classes, including the landlord class and the
comprador class, the middle bourgeoisie, the petty bourgeoisie, the semiproletariat, and the proletariat (Mao 1975)50.

50

This classification was first asserted by Mao in 1926.
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Table 6.2 Classification of Labour Forces in the People’s
Commune

Class name
The
landlord
comprador class

and

Person

Productive relations

Attitude
revolution

Appendages of the
internal bourgeoisie

The most backward and
reactionary relations of
production
The capitalist relations
of production

An
extreme
counterrevolutionary
group
An
'independent'
revolution in which this
class plays the primary
role
Never
oppose
the
revolution, but prefer to
be neutral

The middle bourgeoisie

The
bourgeoisie

The petty bourgeoisie

The owner-peasants, the
master handicraftsman,
the lower level of the
intellectuals,
lower
government
functionaries,
office
clerk, small lawyers
The
semi-owner
peasants,
the
poor
peasants, the small
handicraftsmen,
the
shop assistants, and the
pedlars
Mainly
industrial
workers

The semi-proletariat

The proletariat

national

Petty-bourgeois
economic status

towards

Engaged in production
on a small scale

Revolutionary

China’s new productive
forces, and the most
progressive class

The leading force in the
revolutionary movement

Source: adapted from Mao (1975).

Since the campaign of class struggle continued during the People’s Commune
movement, the CCP (1958, 29 August) advised its members to rely primarily on the
poor and middle-class peasants to participate in the Commune. The CCP put forward
the class struggle again in its Resolution (Chinese Communist Party, 1958, 10
December) describing the People’s Commune, and stated:
the complicated class struggle existed, not only in foreign countries and the capitalist
societies, but also internally within China…. In the People’s Commune, whether the
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landlords, rich peasants, counterrevolutionaries, and others deprived of political rights
can be a member, or an informal member…should be discussed and decided by the
masses based on their behaviours.

Mao (1962, 3 Janurary), as the main speaker at the Enlarged Central Work
Conference51, asserted that the system of capitalist exploitation had been abolished, but
that exploitation still existed in the ideological field; in other words, the reactionary
classes had been overthrown, but they were still planning to come back. In addition,
Mao predicted new bourgeoisies would be produced in the socialist society. In this way,
it was not possible to cease class struggle in the short term, and Mao urged the working
class to prepare for a long-term struggle. Mao stated that the underlying reason was that
while the majority of anti-revolutionary classes preferred to follow the communist line,
their ideas and behaviours were still based on capitalist ideologies. Therefore, this
phenomenon had to be changed through education, criticism and struggle (Ridley 1969).

In the People’s Commune, accounting professionals were accorded political
significance, such as “ensuring and implementing the Party’s principles and policies,
strengthening the economic calculation, ensuring utilization of funds in a reasonable
and proper way, and protecting the safety of public property”; in this way, accounting
work was critical for “mobilizing the enthusiasm of members, improving economic
management, and reinforcing the political thought of members” (Liaoning Finance and
Economic College 1963, p.3). Therefore, it was argued rather than testing the
accounting knowledge of accountants, it is more important to investigate their political
background to avoid the involvement of rich and otherwise undesirable elements

51

This conference was organised by the Central Committee of the CCP on 30 Jan, 1962.
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disturbing the development of the People’s Commune (Agricultural Society Accounting
Monthly 1958). To identify the real enemies, members in commune were divided into
different classes (Table 6.2), and their political element was shown on their particular
commune's member roll as in Table 6.3.

Table 6.3 People's Commune Members’ Roll
No.

Name

Head of Gender
Household

Birth

Date of Joining
Working Note
Birth
Commune Class

In the People’s Commune, the landlords and rich peasants, and also their spouses, were
classified along with the counterrevolutionaries, and were not allowed to be members of
cadres or the Party. Their children were permitted to join the CCP, but were ineligible
for work in the People’s Commune as accounting professionals (Ridley 1969).

The bookkeeping method in the People’s Commune: In the first few years after the
establishment of the People’s Commune, the accounting system was based on the
accounting equation Sources of Funds = Application of Funds, and bookkeeping was
based on the debit-and-credit method, learnt from the Soviet Union in the period of
Leaning to One Side. If there was an accounting transaction, there would be dual
changes with equal amount in both Sources of Funds and Application of Funds for this
transaction (Shanghai Business School accounitng unit 1960; Liaoning Finance and
Economic College 1963). Additionally, this accounting system was also adopted in the
associated People’s Commune industries. For instance, it was recognized as an
appropriate method in People’s Commune industrial departments to record the large
amount of complex non-cash transactions (People's Republic of China Anhui Province
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Rural Working Association 1959), and reflect the comprehensive economic activities
(Jiangxi Province Gannan District Agricultural Cooperative School 1959).

The aim of the People’s Commune, as noted previously, was to establish a socialist
society, and one of the biggest characteristics was that members are the owners of the
People’s Commune. For this reason, a simplistic accounting system was needed in
order to allow the accounting work to be monitored and examined by Commune
members. The accounting system, such as the accounting equation Sources of Funds =
Application of Funds and debit-and-credit bookkeeping, were challenged by scholars.
The new debate regarding this bookkeeping method was raised by accounting scholars,
who attempted to set a simplistic accounting system that can be understood by the
public.

When the Soviet Union’s accounting equation and bookkeeping method was practised
in People’s Commune, Yan et al. (1962), as an example of organic intellectual,
published an article in an accounting journal to discuss the problems of debit-and-credit
bookkeeping. Yan et al. (1962, p.46) explained: “the public nature indicates whether
this method can be easily used by the masses, and the scientific nature measures
whether it can be used to reflect the business operating and economic consequences”. In
this paper, Yan et al. (1962, p.46) argued this bookkeeping method is not able to satisfy
the criteria to be a part of socialist accounting system:
First, the terms 'debit' and 'credit' as recording symbols are extremely different from
the Chinese people’s language habits… Second, this method has been restricted by
the principle ‘if there is a debit, there must be a credit….the debit amount must be
same as the credit amount’. In this sense, debit and credit have dual meanings….
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Debit can be either receipt or payment; credit can also indicate receipt and payment…
Therefore, accountants have to be familiar with the nature of different accounts. Even
though the accountant can remember this equation, it still takes a long time to know
how to use it…. Third…the balance sheet only reflects the equivalence of debit and
credit, but cannot give the amount of receipt and payment; these numbers are very
important for the masses and leaders…. [T]he masses always complain about the
debit and credit bookkeeping method, stating it is a complicated method and is very
difficult to learn and use.

Chen Jian (1965, p.36) criticised the system with reference to the nature of this
bookkeeping method:
The debit and credit bookkeeping method…is…developed by foreign bourgeoisie in
order to confuse the working class, and this method is completely different from
Chinese [language] traditions, such as receipt and payment…. Is this a scientific
approach? No! Its scientific nature is only believed by accounting professionals who
are blindly worshipping the capitalist accounting system. This approach confused
people, and is not able to truly and clearly reflect the economic facts. Is this a system
for the general public? Certainly not! It serves a few experts, rather than the general
public. Should this non-ethnic, non-scientific, and non- public accounting system
exist in socialist society”?

This group of organic intellectuals attempted to establish a new accounting system that
emphasised the role of the masses, and reflected collective ownership as expressed in
the People’s Commune. In this view, the accounting in the People’s Commune should
serve the public, as they are the main users of accounting information (Zhao 1965,
p.36). In light of this, the existing accounting system was further evaluated:
When debit and credit double-entry bookkeeping is used in the People’s Commune,
many comrades are only concerned with how to use accounting to improve
supervision, and ignore the supervision from the masses. In addition, they only focus
on how to use this bookkeeping method, rather than how to use people; they also
focus on how to obtain statistics, and ignore how to achieve owners’ rights for the
masses… (Lin 1966, p.35).
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To ameliorate the problems, Chen (1965) suggested one method that would satisfy
both the scientific and public nature of the People’s Commune:

receipt-and-

payment bookkeeping 52 . The principle of this method was founded on the
accounting equation Application of Funds = Sources of Funds. In this method,
receipts and payments were used as accounting symbols. Debit was renamed
receipt, and credit was renamed payment. The accounting equation could use either
Application of Funds = Sources of Funds or Receipt = Payment + Balance. This
approach had several advantages:
First, the words, receipt and payment, are in line with Chinese language tradition;
second, it is a scientific approach. This approach reflects the development of
objectives, and seeking truth from facts. More specifically, this method records every
economic transition in both receipt and payment with the same amount; third, it is
suitable for the supervision of the masses. The reason is that this method can be easily
understood by the masses, and thus, the accounting work can be supervised (Chen
1965, p.37).

Chen (1965) further framed this bookkeeping method from a political perspective:
The issue of whether we should use receipt-and-payment or debit-and-credit
bookkeeping has been discussed from the establishment of the PRC…. Some people
have said, "they are only symbolic bookkeeping methods, it is meaningless to debate
this." No, it is not only a technique issue, it is a political issue relevant to who
accounting will serve, and how it will serve them. In addition, it is an important issue
that relates to whether we should copy accounting from capitalist scholars or develop
a set of accounting systems based on China’s past experiences (Chen 1965, p.35).

At the same time, similar bookkeeping methods, such as increase-and-decrease (Zhao
1965) and left-and-right (Huang 1965), were proposed. The only difference with these
52

This system had already been proposed by Jin (1959) and Yan et al. (1962), but had not received much
attention at that time.
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methods was that the terms 'debit' and 'credit' were expressed in different ways to align
with customary phrases in the Chinese language.

The advantages of these proposed alternatives have been recognised by several people.
Xu (1965) commented that the receipt-and-payment bookkeeping method can clearly
reflect economic transitions, and also be consistent with the public’s conception of
receipt and payment. However, these bookkeeping methods have drawn more questions
from the public. For instance, Sun (1965, p.41) stated, “It is really important to have a
bookkeeping method that can be easily used by leaders and the public; however, only
changing the accounting terms…cannot solve this problem at all.” Furthermore, Sun
(1965, p.41) questioned whether this bookkeeping method matched real-life experience:
First, it has been argued…this method suits [Chinese] language habits…. However, it
is not true. For example, the People’s Commune members paid the cash to pay back
the loan. It is clear we receive cash; however, in this method, we do accounting
record-keeping as: Receipt: member’s loan, Payment: cash…. [Another example is]
we use cash to pay salary; it is clearly we pay cash out.

In this method, the

accounting record is: Receipt: cash, Payment: administrative expenses. These cases
are not aligning with Chinese tradition …. Comrade Chen Jian

53

uses his

understanding of receipt and payment to explain this bookkeeping; in other words, his
understanding [of receipt and payment] relies on the application and sources of
funds…. Is there any difference between this and debit-and-credit bookkeeping?
…The second reason for using this approach is for its scientific nature. However, the
only innovative part of this method is the change of debit to receipt and credit to
payment.... In this sense, the scientific nature of this approach is from the debit-andcredit bookkeeping method. So why the author has believed that the debit-and-credit
bookkeeping is unscientific and receipt-and-payment bookkeeping is scientific? The
third reason for Comrade Chen Jian proposing this method is because it is suitable for
public supervision. I believe this method has not solved this issue yet.... Even if we
53

Chen Jian is the first person proposed this Receipt and Payment bookkeeping method, and his criticism
of debit-and-credit bookkeeping has been explained above.
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give special meaning to 'receipt' and 'payment', it is just another name for debit and
credit…. The purpose of supervision by the general public has not been achieved.

Lin (1965) also evaluated this method, and noted it had been used in enterprises in the
beginning years of the PRC; however, it was changed to debit-and-credit bookkeeping
because it was not considered scientific to record accounting transactions. Lin (1965,
p.40) further commented on the feasibility of this bookkeeping method:
I showed the accounting records [based on the receipt-and-payment method] to shop
assistants; they did not understand.... [They asked] Why this method has recorded the
transition in a wrong direction [the demonstrated example is received inventory and
paid cash]. The record is: Receipt: cash, Payment: inventory…. If shop assistants do
not understand this approach, how could the general public understand? I showed
examples of economic transactions to a few accounting professionals…[and] their
understanding was totally different from the demonstrated accounting facts. If our
accounting professionals could not understand this system, how…could the general
public can understand this bookkeeping method…?

Although this receipt-and-payment bookkeeping method has been questioned by
accounting professionals, it was still adopted in the People’s Commune (e.g.
Shandong Agricultural Department 1965; People's Republic China Renmin Bank
Gansu Branch 1972; Beijing Financial and Taxation Bureau Finance Unit 1973;
Fudan University Agricultural People's Commune production team accounting
editing group 1974).

The distribution system in the People’s Commune: Gramsci argued that the premise
for the communist society is the socialist society, which follows the principle of “from
each according to ability, to each according to work”, and that this would ultimately
become “from each according to ability, to each according to needs” in the classless
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communist society. The distribution system in the People’s Commune is an example of
a socialist salary system.

A working-point system was used to measure the consumption of labour power and
distribute the salary among members. Two different methods were used to calculate
members' rewards: According to the first method, the working point was seen as the
only measurement to decide labourers' income, and the supply system was independent
from working points. In other words, the supplies were equally distributed regardless of
the working points of individual members. Under the second method, both salaries and
supplies could be determined on the basis of working points for each member (Xiamen
University 1960, p.353).

The method for calculating each member’s working points were decided by the entire
production team through a fixed formula without considering members' skills. Ten
working points were equivalent to one working day, which was measured by the
reasonable working load of an ordinary male worker; on the other hand, women
received eight working points for each day (Shanghai Business School Accounitng Unit
1960). Members were required to work a certain number of days each month in the
commune. Generally, male members worked for 28 days per month, whereas female
members worked for 26 days per month. In an argument similar to that of Gramsci, the
CCP asserted that the differences between working class and peasants, between rural
and city, between brain work and labour work would eventually vanish in communist
society, and the working-point system was applied in advance of this ideal to slowly
reduce these differences (Chinese Communist Party 1958). This system was not as
147

Chapter Six: The Maintenance of Hegemony and Organic Crisis-the Great Leap
Forward, the People’s Commune, and the Cultural Revolution 1958 -1977

successful as the CCP had expected; in fact, it actually contributed to the magnitude of
the agricultural failures in the People’s Commune. As commune members alternated
between different jobs and skills to act as both workers and peasants, “not to speak of
being a student, solider, and technician all lumped into one”,
[p]eople who had one kind of skill were sent to jobs requiring a different kind of skill.
Those who had spent a lifetime in farming found themselves suddenly smelting iron.
Those who were familiar with the lay of the land and the conditions in one area were
often sent to work in other areas where they were strangers both to the area and to the
agricultural conditions prevailing there (Breth 1977, p.66).

Every member in the People’s Commune was given a labour handbook, which they
were expected to keep. The front page of the handbook listed the name of commune and
brigade, and the member’s name and member code. The first section of the manual
recorded the name of a task and the labour points earned; the second section recorded
the member's investment in the commune and the amount converted into money value
or working points (Shandong Agricultural Department 1965).
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Image 6.1: Labour Handbook in the People’s Commune

Source: copied from Shandong Agricultural Department (1965, pp.61-62).

Working points were recorded by the production team’s part-time bookkeeper on the
day of work or after finishing one stage of work, and written in each member’s working
manual by the members themselves. Another copy of working points was recorded by
149

Chapter Six: The Maintenance of Hegemony and Organic Crisis-the Great Leap
Forward, the People’s Commune, and the Cultural Revolution 1958 -1977
the production team’s accountant each day to calculate the total working points at the
end of month. The accountant was responsible for preparing members’ working-points
announcement form every day to show the current day’s points and accumulated points
for the current month. At the end of each month, the production-team accountant
calculated the total working points within the production team to determine the weight
of each working point, then distributed the total revenue to each household accordingly.
The accountant in the production team was required to report the working points for
each project to the production brigade to reflect each team’s production results, and to
examine the completion of work (Xiamen University 1960).

Figure 6.3 Procedures for Recording Working Points

Members'
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Consumption
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Source: adapted from Xiamen University (1960).

The land accounting system: The CCP (1958, 10 December) emphasised the public
ownership of productive means, and clarified that collective ownership is an important
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form of socialism. Thus, the commune confiscated all private productive means and
goods, along with instituting free supply and wages in a communal distribution system.
The CCP (1958, 10 December) believed that this type of ownership should be
distinguished from state ownership, as the revenue of the commune was not distributed
at the state level in this pre-stage of full communism.

Land, as one of the most important means of production, shifted from private to
commune ownership following the People’s Commune movement. This thesis examines
the accounting for land as an example to demonstrate the influences of ideological shifts
on accounting. During this period, private ownership of plots of land was slowly
vanishing. The peasants were encouraged to invest in land from their private plots,
which were recorded on the basis of land quantity. With a few exceptions, the CCP
allowed the existence of small private plots in the initial establishment of the
communes. The proportion of private land was around 5% to 7% of the commune’s
land. The CCP (1958) asserted that private plots could be maintained by the household
for one or two years, but would then be converted to ownership by the commune as long
as the income of the masses improved and the political consciousness of the masses was
further enhanced. However, the failure of this People’s Commune movement has shown
the importance of small plots of land. Lippit (1977, p.234) wrote:
Although sometimes subject to public pressures, families are generally free to use the
private plots as they wish to dispose of the produce as they see fit – to sell it or to
consume it themselves. This output may account for 15% to 20% of family income.

In the perspective of CCP, the land did not have its own value, as it was not as the result
of people’s work; thus the value of land could only be measured through its output.
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Accounting for land mainly focussed on its usage and specific outcomes. Table 6.4
shows an example of land accounting using a registration form in 1960, when the
accounting unit was centralised by the People’s Commune. This land-registration form
was used to record the area of land, land structure and land usage to take full advantage
of the land, and keep track of any changes.

Table 6.4 Land Registration Form in the People’s Commune
Land Area (Mou)
Total
Previous
Current year
year

Increase
decrease

or

Production Brigade
Previous
Current
year
year

Increase
or
decrease

Total land area in People’s
Commune
Includes:
1.Agricultural Land
a. Farmland
b. Orchard
c.
Forest Land
d. Rangeland
…
2.Non-agricultural Land
a. Industrial Land
b. Transportation
Land
c.
Members’ Residual
Land
…

Source: adapted from Xiamen University (1960, p.92).

In the revised draft decision of the commune, written by the CCP (1961), the accounting
unit was moved from the People's Commune level down to the production brigade level,
and land ownership was transferred from the commune level up to the brigade level.
The management of land was also decentralised from the commune to the brigade level.
The production brigade had the right to determine which agricultural products would be
planted, and any surpluses of these products could be sold in the market (Cheng 1961).
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In 1962, the CCP (1962, 27 September), article 21 further specified the land policy in
rural areas, emphasising that
the ownership of land at the brigade level belongs to the brigade. All the land in the
brigade, including private plots, privately farmed hilly land, and residence land,
cannot be rented or sold. The brigade land cannot be used without the permission of
the country-level government…. [A]ll the collective mountain forest, water, and
grasslands, as long as they are beneficial to the brigade, are owned by the brigade.

Because each production brigade had more than 100 households and around 1,000
mou 54 of land, and its subordinate production teams were widely located, brigades'
management ability in matters such as the reasonable arrangement of planting has been
questioned. On the other hand, the production team only had several dozen households,
and its labour force was familiar with the characteristics of its land, and thus was better
to manage production (Cheng 1961). When the accounting unit was decentralised yet
again to the team level, the CCP (1962, 13 February) mentioned that the previous
principle of Four Fixed55 land need not change as long as it was reasonable. In this
period, land was owned and managed by either the production team or the previous
production brigade, and used by the production team.

The failure of the People’s Commune has been recognised by many studies, such as
Breth (1977), Chinn (1978), and Saich (2004). Although most communes exaggerated
production figures to show that their political consciousness was higher than others,
China’s GNP still fell 35% from 1958 to 1962, and the shortage of food in many rural

54

One mou is equivalent to approximately one-fifth of an acre or 0.08 hectares.
This system was founded during the period of advanced cooperatives. Under this system, the labour
power, land, animals, and farm tools are owned by a brigade and are assigned in a fixed manner to
production teams (Cheng, C 1961, 'The Changing Pattern of Rural Communes in Communist China',
Asian Survey, vol. 1, no. 9, pp. 3-9).
55
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areas caused famine on a massive scale, with more than 30 million people dying as a
result (Saich 2004).

Relative to the period from 1949 to 1957, the class nature of accounting system was
more widely accepted during the People's Commune period, and the internal debate
within the accounting discipline declined. The focus of organic accounting scholars
changed from asserting the class nature of accounting to establishing a socialist
accounting system that would further reduce the influence of capitalism and serve the
benefits of the working class. Consistent with the suggestion of Gramsci (1971), for a
political party to maintain hegemonic leadership, it is important to fundamentally
eliminate the influence of capitalist elements in the process of building up the socialist
system. Furthermore, a set of well-functioning civil institutions that serve the benefits of
the working classes is necessary (Gramsci 1971). As discussed above, this process is
manifested through the building of a socialist accounting system. Considering
Gramsci’s theory in light of the developments in Chinese accounting practice in this
period, it is evident that organic accounting intellectuals were influential in further
weakening the influence of capitalist accounting attitudes and establishing a set of
socialist accounting systems that satisfied the requirements of the political ideologies in
the period of the Great Leap Forward and the People’s Commune.

6.2 Organic crisis: The Cultural Revolution
6.2.1 Narrative of the Cultural Revolution

As discussed above, Gramsci (1971) emphasises the importance of the state maintaining
hegemony once it takes power. Simon (1982) noted that during the period of
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maintaining hegemony, there might be an organic crisis in which the hegemonic group
starts to disintegrate and loses legitimacy. This creates an opportunity for subordinate
groups to develop and challenge the existing order and power relations. When this
occurs the dominant group needs to re-establish hegemony by shifting the balance of
forces based on a new pattern of alliances (Simon 1982).

Gramsci did not specify what might constitute an organic crisis, but provided three
examples from Britain. The first occurred in the second quarter of the 19th century,
when the quick development of manufacturing, rapid growth of the urban population,
and other changes brought about by the industrial revolution led to a serious
disequilibrium in the political structure, and the old ways of leading were no longer
working. The second crisis, from 1910 to 1945, arose because of the intensive struggles
between capital and labour, which led to a serious of massive popular movements.
These movements helped the emergence of a new political settlement under socialdemocratic leadership. The third crisis, from 1970s onwards, arose between the
government and the trade unions, as British manufacturing, deprived of government
protection, benefitted less from world trade (Gramsci asserted that this indicated the
difficulties of replying on corporatism). In the case of China, the Cultural Revolution,
which was directly or indirectly caused by the Great Leap Forward and the People’s
Commune, may be viewed as an example of organic crisis.

The Great Leap Forward and the People’s Communes were carried out under the
leadership of Mao with the purpose of further eliminating the influence of capitalism
and reinforcing the relationship with the masses to maintain his hegemonic leadership.
155

Chapter Six: The Maintenance of Hegemony and Organic Crisis-the Great Leap
Forward, the People’s Commune, and the Cultural Revolution 1958 -1977

However, these movements caused famine and resulted in over 30 million people deaths
in China from 1958 to 1961 (Saich 2004). Despite this, the People’s Commune
movement continued as a renewal of the Great Leap Forward in rural areas, which led to
further disasters for China’s economy (Grasso et al. 2004). From 1958 to 1966, a series
of failed economic movements compromised Mao’s authority in the CCP. Mao
launched the Cultural Revolution in 1966 to eliminate his opponents within the Party
(Saich 2004). The accounting system was destroyed during the early period of the
Cultural Revolution, but later reinstated.

Aligning with Gramsci’s description of

organic crisis, the purpose of the Cultural Revolution can be seen as Mao's attempt to
regain leadership and the mobilisation of the political idea of class struggle to facilitate
that process.

Although Mao clearly realised the failure of the Great Leap Forward and the People’s
Commune movement, and their negative impact on China’s economic development, he
does not seem to have been particularly concerned (Schoppa 2011). He still believed
that his communist goals would be achieved through moral reform and class struggles
(Schoppa 2011). On the contrary, other political leaders, such as Liu Shaoqi and Deng
Xiaoping, saw the failure of these political campaigns, and attempted to avoid the
disastrous outcomes. They argued against Mao’s moral reform and stated that material
incentives such as rewards, bonuses, and higher wages were more important in
motivating workers (Schoppa 2011). Mao was enraged by such suggestions and
criticised their attempt to revise Marxism by incorporating capitalistic elements. The
political bifurcation between these two groups was getting worse. Bo Yibo (1993), a
senior member of the CCP, wrote that Mao was seriously concerned that the class of
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rich peasants was starting to challenge the authority of the proletariat class. Therefore,
Mao urged a political campaign to eliminate the potential threat and ensure the socialist
nature of China. Deng (1980, 21-23 August) also provided a possible reason for the
Cultural Revolution when he replied to the Italian journalist Oriana Fallaci:
Chairman Mao did say I did not listen to him. But this was not directed only at me. It
happened to other leaders as well. It reflects some unhealthy ideas in his twilight
years, that is, patriarchal ways which are feudal in nature. He did not readily listen to
differing opinions. We cannot say that all his criticisms were wrong. But neither was
he ready to listen to many correct opinions put forward not only by me but by other
comrades…. Otherwise, it would be hard to explain how the “Cultural Revolution”
broke out.

Therefore, the real purpose of the Cultural Revolution could be considered as a power
struggle against Liu Shaoqi and Deng Xiaoping and their associated supporters. By
'cultural', Mao meant the way people were educated, what they read, how they created
their art and music, and also how people interrelated and what they thought (Grasso et
al. 2004, p.208). An important strategy during the Cultural Revolution was to purify
people's ideological position by dis-encouraging ordinary people from engaging in
intellectual activities, such as reading books. Meisner (1999, pp.282-283) translated a
statement made by Mao immediately preceding the Cultural Revolution:
…“book learning” divorced from social reality and revolutionary practice was
corrupting both the minds and the bodies of young people…. At present…there is too
much studying going on, and this is exceedingly harmful…when the intellectuals had
power, things were in a bad state and country was in disorder…. It is evident that to
read too many books is harmful….

Based on the interpretation of Simon (1982), one important feature of organic crisis is
that the social relations and institutions that hold society together cannot maintain their
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stable structure. As this section shows, the accounting system in China, as part of the
institutional structure, followed ideological shifts to satisfy the requirements of politics
as articulated by Mao in the period of organic crisis in China. The central issue in this
stage still focussed on establishing a socialist accounting system, as the capitalist
accounting system was described in accounting textbooks as ’evil’, and was prohibited
in practice.

The accounting system was suspended during the first few years of the Cultural
Revolution. Zhong (1984, p.12) wrote that accounting during this period was “only
focused on political issues, but was not concerned with economic accounts”.
Accountants were considered the representatives of “supervision, divisiveness, and
oppression”, and accounting systems were believed to be too complicated to be
implemented (Van Hoepan 1995, p.363).

The accounting system was gradually restored in the final few years of Cultural
Revolution. Some accounting textbooks that had been in use prior to the Cultural
Revolution were reprinted; see, for example, Accounting Principles 56 , which was
written by the Higher Education Finance and Economic School and the Accounting
Textbooks Writing Group (1979). However, the political nature of accounting was even
more strongly emphasised in these textbooks, as well as reiterated throughout the
discourses presented by accounting intellectuals. This example demonstrates how
organic accounting scholars strove to reinforce Mao’s political leadership in this crisis
period. For instance, it is common in accounting textbooks to begin with Mao’s

56

The first edition of this textbook was printed in 1963, and the second edition in 1979.
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quotation, followed by a preface giving guidance in the use of these textbooks similar to
this: “The book follows the great leader Chairman Mao’s proletarian revolutionary line
to identify the link between the Party’s principles and policies and the state’s law with
practice, and thus illuminates industry accounting’s principles and methods to analyse
business activities in industrial enterprises" (Tianjin Finance and Economics School &
Industry Accounting Teaching and Research Group 1973, preface, or see similar
statements in Industry Financial Accounting Writing Group, 1976). The following
quotations provide some notable examples to illuminate how accounting scholars
followed Mao to enhance this political influence:
The great leader Chairman Mao instructed us [from the perspective of dialectical
materialism]: “Everything has two sides”, and thus, the fund has two sides, as the
Application of Funds and Sources of Funds. It contains a dialectical nature in that
they contradict and relate to each other at one time. On the one hand, if we could use
funds, then it means that we could obtain them from some sources; on the other, if we
have the source of funds, then that means we could use the funds. The Chairman
further instructed us:…“we should not only pay attention to the features of things in
their interconnection, but also note the different stages of development”. [In light of
this], the movements of funds should be understood in three stages, including supply,
production, and sales; and every stage has its own features. As such, we have to
analyse the movement of funds in each stage (Tianjin Finance and Economics School
& Industry Accounting Teaching and Research Group 1973, pp.10-11).

Similar statements were commonly found in other textbooks, such as those from the
Liaoning University School of Economics and the Shengyang Tiexi District Taxation
Department (1974, p.8).
Sometimes, the causal relationships between Mao’s ideas and accounting intellectuals’
arguments appeared to be farfetched. For example:
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[We are] following Chairman Mao’s instruction: “the movement of human cognition
always starts from awareness of individual and special things, and then gradually
expands to the general understanding of things”. Therefore, we have to know the
content of every account, and then expand our understanding to know the entire
movement of enterprises… (Tianjin Finance and Economics School & Industry
Accounting Teaching and Research Group 1973, p.12).
Chairman Mao instructed us: “A Marxist should analyse problems from an overall
view, rather than from a partial view”. Although all the economic activities in
industry enterprises have reflected on the original source documents, these large and
fragmented documents only reflect the single business activity, and are not able to
reflect the business in a continuous, systematic and comprehensive way. Thus, we
need accounting journal manuals to sort out these fragmented documents (Tianjin
Finance and Economics School & Industry Accounting Teaching and Research Group
1973, p.25).

Similar statements were commonly written in other textbooks, such as those from
the Liaoning University School of Economics and the Shengyang Tiexi District
Taxation Department (1974, p.10)

Furthermore, accounting scholars attempted to identify the features of socialist
accounting. For instance, several accounting textbooks evaluated the increase-anddecrease bookkeeping method57 used in this period as the result of Chairman Mao’s
proletarian revolution:
The great leader Chairman Mao instructed us: “In this world, every culture and
literary art belongs to a certain class, and has its political line. The pure art, or super
art, which is independent from the politics, in fact, does not exist”. The bookkeeping
method is not a pure technical issue, which serves a certain class and implements
political lines…. The terms debit and credit are obscure and ambiguous…. Thus, this
57

The bookkeeping method is another alternative for debit-and-credit bookkeeping. Like the receiptand-payment method, the term 'debit and credit' has been changed to ‘increase and decrease' in this
method.
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debit-and-credit bookkeeping method is not beneficial for the Party’s leadership and
the participation of the masses in financial management, and cannot serve proletarian
politics…. [We are] following the great leader Chairman Mao’s instruction of
“struggle, criticism, reform”, and “humans should constantly accumulate experience,
discovering, inventing, creating and advancing”…. The increase-and-decrease
bookkeeping method is created and used in China. Nowadays, this method is widely
used in industry enterprises, and is continuously reforming and improving (Shanghai
Handicraft Revolutionary Committee & Fudan University School of Politics and
Economics 1974, pp.12-13).

Similar statements were also found in other textbooks; for example, that of the Industry
Financial Accounting Writing Group (1976, p.52).

As discussed previously, a crisis can easily arise in the process of renewing hegemony
after the state power has been obtained, and sometimes occurs even when the leading
class has firmly grasped power (Simon 1982). It is important for the dominant social
group to balance ideological forces to maintain effective control. As demonstrated in
this chapter, accounting contributed to hegemonic leadership by diffusing Mao’s
political ideas during the period of organic crisis that came about as a result of the
Cultural Revolution. In the movements of Great Leap Forward and the People’s
Commune, the accounting systems exhibited various functions that helped “maintain
and strengthen the social authority of the ruling classes” and “adapt the existing system
of alliances to changing conditions” (Simon 1982, p.37). Accounting intellectuals, as
one sphere of civil society, facilitated the critical process whereby different political
ideologies were used to achieve particular political agendas.
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6.3 Summary
This chapter reviewed the development of accounting systems under the impact of
Mao’s political ideologies from 1958 to 1977. It identified the Great Leap Forward,
People’s Commune and Cultural Revolution as the political movements in Mao’s time.
The Great Leap Forward and People’s Commune are considered to have maintained
Mao’s hegemonic leadership, and the Cultural Revolution is considered to be a period
of organic crisis. This chapter examined the accounting systems and intellectual
discussion linked to these political ideologies to demonstrate the role of accounting in
the hegemonic dynamics during each period.
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Chapter Seven: The Influence of Deng and the Evolution of
Accounting Practice 1978 to 1992
The purpose of this chapter is to narrate the story of accounting evolution under the
impact of Deng’s political ideologies from 1978 to 1992. Deng’s Emancipating the
Mind, Seeking Truth from Facts is identified as the fundamental political movement in
this period. This ideology led to strategies that aimed to shift the focus from class
struggle to economic development, and also to the adoption of advanced technology
from other countries. By following these ideologies, the evolution of accounting
systems through the debates and struggles among accounting intellectuals will be
illuminated, and followed by a discussion of consequences of these accounting debates.

7.1 Narrative of political ideologies in Deng’s period
7.1.1 The political background

The organic nature of the Cultural Revolution has been recognised by Yee (2009). In
Gramsci’s view, the efforts made by political powers cannot defend all class struggles
during a deep or organic crisis period, and a new power may arise and fight against the
existing political forces to reshape the balance of the social order as well as form new
ideologies (Simon 1982). If the existing hegemony is not strong enough to maintain the
current position, political forces may build a new system by shifting to a new direction.

After Mao‘s death, Hua Guofeng became his successor. Hua’s mission was to follow
Mao’s will58, and “support whatever policy decisions were made by Chairman Mao”

58

Because of Hua’s insistence on following whatever policy decisions had been made by Mao, Hua and
his allies became known as the “Whatever” faction (Meisner 1999, p.433). Deng, on the other hand,
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and “unswervingly follow whatever instructions were given by Chairman Mao”
(Schoppa 2011, p.365). Deng, who some commentators called the “father of Chinese
capitalism” (Schoppa 2011, p.366), was another important political figure in the
communist party. A new political struggle started between Hua’s and Deng’s factions,
which enabled a new culture and ideology to emerge in China. Hua had been following
Mao’s policies, making changes slowly and cautiously. To preserve the existing
hegemony, Hua made every effort to cure the crisis that had been caused by the Maoist
era. The first action in this change was related to cultural and educational policies.
Academic journals and other periodicals and magazines were republished, international
cultural exchanges such as translations of western literature were encouraged, and
intellectuals were released from jail and returned to cities. The second round of changes
involved bringing high technology from highly advanced capitalist countries. The third
set of changes was related to his ambitious effort to achieve the Four Modernisations59
in the areas of agriculture, industry, national defence, and science and technology in his
Ten-Year Plan (between 1976 and 1985). Although Hua had embraced the programme
of industrialisation in China, he was not really viewed as the most qualified person to
lead China towards that path (Thornton 1982). Thornton (1982, p.391) stated that Deng
was clearly the most qualified, as he “had advocated the heavy industrialization course
since the mid-1950s” and had “commanded not only the expertise in that field, but also
the allegiance of many trained cadres”.

believed that “practice is the sole criterion of truth”; thus Deng and his allies became known as the
“Practice” faction (Meisner 1999, p.433).
59
As explained in Chapter Two.
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As Gramsci noted, to achieve a fundamental change in an organic crisis, two approaches
can be used: first, a previous subordinate class may be able to establish an alternative
hegemonic leadership to gain political power and change the nature of society; second,
representatives of the existing ruling class may formulate a new ideology embracing
new ideas and policies for further economic development (Simon 1982). To maintain
the existing political power in the Chinese context, Deng carefully phrased his idea to
maintain the term ‘socialist’. As Meisner (1999, p.439) states, if Deng had simply
denounced Mao as “a tyrant and usurper”, he “would have cast doubt not only on the
political legitimacy of the Chinese communist state but also on the moral validity of the
revolution that produced it”. Therefore, Deng maintained a compromise approach that
emphasised both Mao’s contributions and his mistakes (Meisner 1999). Deng obtained
significant political power two years after Mao’s death, which also preserved China
from this deep organic crisis.

7.1.2 The political ideologies

From 1978 to 1992 China again experienced a period of socio-political change as a
result of the political ideologies initiated by the new leader of the CCP, Deng Xiaoping.
Viewed from the perspective of Gramsci’s (1971) theory, these initiatives can be seen as
a part of the process of establishing a new hegemonic leadership following the organic
crisis experienced by China during and after the Cultural Revolution.

Following Mao’s death in 1976, Deng’s reform policies gained popularity and
culminated in his being confirmed as the new leader of the CCP at the Third Plenum in
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December 197860. Following 10 years of social and political chaos, Deng realised the
importance of rebuilding China’s economic system and enhancing the living standards
of the entire population. His fundamental guiding principles were the “Four
Modernisations”, which aimed to strengthen China’s agriculture, industry, national
defence, and science and technology sectors.

To accomplish the Four Modernisations, Deng (1978, 13 December) initiated his
fundamental political ideology, “Emancipating the Mind, Seeking Truth from Facts”.
This became an important slogan in the attempt to eliminate Mao’s previous ideologies
and construct a new ideological system. In his address, Deng (1978, 13 December)
commented that many Party members remained tied to the “ideological taboos” or
“forbidden zones” created by Mao. Deng recognised that thinking outside the permitted
parameters had led to “stigmatisation” and “political persecution”, which had eventually
led to a cessation of free thought and intellectual development (Deng 1978, 13
December). Deng (1978, 13 December) cautioned against rigid book-worshipping that
is divorced from reality, arguing instead that breaking free of this rigid thinking was an
essential condition for achieving the Four Modernisations and help China progress. This
led to Deng’s movement of “letting a hundred flowers bloom, a hundred schools of
thought contend”, which aimed to encourage people’s thinking and explore new ways of
generating ideas (Deng 1978, 13 December).
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As noted in Chapter Two, the Third Plenum was a meeting held by the Central Committee of the CCP
from 18 to 22 December 1978 in Beijing. This meeting confirmed Deng’s leadership of China and
marked the time as one of reform.
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Following the ideological foundation of Emancipating the Mind, Seeking Truth from
Facts, Deng adopted two main strategies to achieve the Four Modernisations. First, he
shifted the focus to economic development and away from the management of class
struggles. Deng (1978, 13 December) argued that the practice of attacking and silencing
critics was wasting resources that could be spent on developing the country. Rather than
focus on the existence, or potential (re)-emergence, of a bourgeoisie class within the
Party or the nation as a whole, Deng (1979, 30 March) focussed on the development of
a national collective will that would combine the interests of different classes to
“mobilize and unite the people of all nationalities in China” to promote socialist
modernisation (Deng 1979, 15 June).

Deng’s attitude to the distribution system is a notable example of his effort to shift the
focus from politics to economic development. The distribution system in the period of
the Cultural Revolution had mainly been based on considering workers’ political
attitudes61. When Deng (1978, 28 March) reviewed this system, he commented that if
the distribution were calculated based on labourers’ politics rather than their work, the
distributing principle could be described as “to each according to politics” rather than
“to each according to work”. Deng (1978, 28 March) further asserted that a good
political attitude could only be praised with respect to the individual's contribution to
the socialist society, and that each individual's salary should be distributed according to
their performance and technical level.
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This point can be identified in the distribution system in the People’s Commune during the Cultural
Revolution, as described in Chapter Six.
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The second strategy Deng adopted under his Four Modernisations plan was the ‘opendoor’ policy (Deng 1978,10 October). The purpose was for China to ‘open its doors’ to
the outside world to learn from other countries and develop while still maintaining its
socialist system. This was in contrast to the period of the Cultural Revolution, where
“blindly worshiping foreign things” was strongly criticised (Deng 1978,10 October).
Deng explained the reasoning behind his strategy of learning from other countries:
Capitalism already has a history of several hundred years, and we have to learn from
the peoples of the capitalist countries. We must make use of the science and
technology they have developed and of those elements in their accumulated
knowledge and experience which can be adapted to our use. While we will import
advanced technology and other things useful to us from the capitalist countries –
selectively and according to plan – we will never learn from or import the capitalist
system itself, nor anything repellent or decadent (Deng 1979, 30 March).

We have clearly defined principles whereby we shall make use of all the advanced
technologies and achievements from around the world. The Gang of Four did not
allow us to do so, calling this a slavish comprador philosophy. Science and
technology have no class nature; capitalists make them serve capitalism, and socialist
countries make them serve socialism (Deng 1978, 7 May).

When Deng (1979, 26 November) introduced the notion of the market economy in
China, a mode of economic production similar to capitalism was encouraged. But that
was couched carefully within socialist ideas. Deng (1979, 26 November) stated that “of
course, we do not want capitalism, but neither do we want to be poor under socialism.
What we want is socialism in which the productive forces are developed and the country
is prosperous and powerful” (Deng 1979, 26 November). Therefore, Deng (1979, 26
November) claimed that it is necessary to develop a market economy in a socialist
system:
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It is wrong to maintain that a market economy exists only in capitalist society and that
there is only a “capitalist” market economy. Why can't we develop a market economy
under socialism? Developing a market economy does not mean practising capitalism.
While maintaining a planned economy as the mainstay of our economic system, we
are also introducing a market economy. But it is a socialist market economy.
Although a socialist market economy is similar to a capitalist one in method, there are
also differences between them.
…
We cannot say that a market economy exists only under capitalism. The market
economy was in its embryonic stages as early as feudalist society. We can surely
develop it under socialism. Similarly, taking advantage of the useful aspects of
capitalist countries, including their methods of operation and management, does not
mean that we will adopt capitalism. Instead, we use those methods in order to develop
the productive forces under socialism. As long as learning from capitalism is regarded
as no more than a means to an end, it will not change the structure of socialism or
bring China back to capitalism.

In addition to learning the advanced scientific and technological achievements from
other counties, Deng also encouraged making full use of their intellectual resources
through inviting foreigners to partcipating in important projects in different fields (Deng
1983, 8 July). He argued that China did not have any experience and technical
knowledge in the matter of modernisation (Deng 1983, 8 July). In this sense, opening
China to the outside world would accelerate the achievement of the Four
Modernisations.

7.2 Impact on the accounting system
Following the announcement of Deng’s Emancipating the Mind, and Seeking Truth
from Facts, and the call for “letting a hundred flowers bloom, letting a hundred schools
of thought contend”, the accounting profession soon started to respond. The MOF
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founded the Accounting Society of China (ASC) in 1979 as a government body
consisting of government officials and accounting theorists and practitioners.

According to Gramsci (1971), hegemonic leadership is exercised in the state, which is
comprised of political and civil societies62. In this thesis, it is argued that the ASC, as an
accounting organisation, is an example of exercising hegemony in a blurred way in
socialist China. First, the ASC was a political society, and its political nature was
reflected in the development of accounting standards. The establishment of standards
was strictly under the government’s supervision. Although the ASC was responsible for
drafting accounting standards, publishing these suggestions in professional journals to
invite public discussion, the final decision regarding the specific content of the
accounting standards was determined by the MOF. This is different to many western
countries, where accounting professional bodies maintain a certain autonomy from the
government in terms of the technical content of the standards. The Accounting Research
journal, funded by the MOF and edited by Ministry officials (Tang 2000), was launched
by the ASC as the main platform to seek academic input into the development of
accounting standards. In this way, the MOF clearly retained ultimate authority to
administrate and manage accounting affairs and accounting research activities in China.
In addition, the published papers were “influenced by such an institutional arrangement
in the way of topic selection and the policy defending the nature of papers” (Tang 2000,
p.100).

62

The concept of political and civil society is explained in Chapter Four.
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On the other hand, the ASC can be regarded as a blurred political and civil society.
Cooper (1995) noted that accountants could be “considered to be part of civil society in
the sense that they frequently promote the ideology of the status quo and act to uphold
the existing social order” (Cooper 1995, p.178). This fits with the concept of civil
society that Gramsci proposed in the construction of ideological hegemony. The role of
ASC in mobilising the state’s political ideology is evidenced through its aim (as stated
in its constitution) to organise and promote the communication of accounting theories
and practices among scholars, establishing one set of accounting systems to adapt to the
requirements of the new economic condition in China:
This society is to uphold Marxism-Leninism, [which] Mao Zedong thought as
important ideological guidelines…carrying out the policy of “letting a hundred
flowers bloom, letting a hundred schools of thought contend”…[and] organizing and
putting forward members' academic research activities with the aim of enhancing
accounting science performance and accelerating the realization of the socialist Four
Modernizations.

In a similar nature, the purpose of the leading academic journal Accounting Research
was framed as to achieve political tasks. Accounting Research (1980, issue 1, p.1) stated
that accountants would be expected to:
…follow the Four Cardinal Principles, implement the policy of letting a hundred
flowers blooms and a hundred schools of thought contend, and strive to set up an
atmosphere that [supported] expressing views, free discussion, inspiring each other,
and mutual consultations in academic research…. The financial accounting theory is
closely linked to the practice of socialist construction. With the rapid development of
China’s socialist production and corresponding productive relationship, the practice
of financial accounting has to be enriched and developed, and also propose new areas.

During this period, it was common to have similar statements in accounting books and
journals that reiterated political ideas. One case in point, Pan Xulun, as the editor of
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Lixin Publishing House, described the purpose of publishing collected works of
accounting as:
…[to] carry out the policy of “letting a hundred flowers bloom, letting a hundred
schools of thought contend”. This book should create an atmosphere of free
discussion on either accounting theoretical research or the practical issues of
accounting. In all these issues [researchers] are allowed to express different views,
organize debate, inspire each other and complement each other. After debating, we
can identify the science and non-science; and also the correctness and fallacy….

To obtain a full picture of the political nature of Accounting Research, every publication
issued by the journal between 1980 and 1982 (its first three years of existence) was
reviewed for this thesis. In total, 248 papers were published in this journal during this
time. An examination of these papers reveals that 32 articles focussed on debate
surrounding the class nature of accounting, with 12 of these written by members of
ASC. Thirty-nine simply described accounting standards from other countries (America,
Australia, Japan, and the Soviet Union). Twenty-four focussed on the accounting
standards and practices adopted in western countries, and 39 were used to announce
newly founded Accounting Associations in different cities and to publicise their
constitutions and memberships63. This data is summarised in Table 7.1 below.

63

In some papers, more than one subcategories are matched, when that happens I identify which appears
to be the main or primary focus of the paper. If it is difficult to tell, then the paper will be counted in more
than one relevant categoroes.
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Table 7.1 Papers Published in Accounting Research from 1980 to 1982
Main topics
Class nature of accounting
Translated accounting standards from other countries
Western countries' accounting standards
Newly founded accounting associations
Total

Numbers of papers
32
39
24
39
134

To provide a better understanding of how Deng’s ideology was mobilised and then
diffused by and through the accounting discipline, the following sections will examine
accounting standard-setting in China with reference to the political ideologies and
struggles between traditional and organic accounting intellectuals in light of Gramsci’s
perspective.

7.2.1 Narrative of the debate on the political nature of accounting

Traditional intellectuals. As discussed previously, traditional intellectuals as a group
believe the ideologies from the previous hegemonic leadership. During this period,
Deng shifted the ideological focus from class struggle to economic development. Some
accounting practitioners still maintained the idea from the period of Mao that
accounting systems involve aspects of class conflicts. Ye (1979, p.37), for example,
argued that the class nature of accounting existed in accordance with Mao’s instruction:
In a class society, everyone lives in a certain class and is branded that different class
depending on its thought. For this reason, it is unreasonable to believe that accounting
methods are objective and not relevant to people’s subjective thinking. Debit-andcredit bookkeeping is not from heaven…this double-entry bookkeeping is used to
record, reflect and control assets for capitalists, and it is designed on behalf of
capitalists, at their will and for their benefit.
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Ye (1979) further argued that double-entry bookkeeping had been used for so long in
capitalist society because it reflected the collusion of capitalists and safeguarded their
benefits. The purpose of double-entry bookkeeping, in his view, was to cheat the
working class and cover up such exploitation.

Some scholars adopted a compromise approach to follow the ideological call of Deng
by identifying both the class ideology and technique basis of accounting systems. Yan
Dawu, a member of ASC as well as an author who had criticised the work of Wang
Danru in Mao’s period, wrote an influential paper with Yang Jiwan that was published
in Accounting Research in 1980. In their paper, they linked the emergence and
development of accounting to productive forces as well as to the development of a
productive relationship; therefore, they asserted, the function of accounting incorporated
both political-economic science and mathematics (Yang & Yan 1980).

Similarly, Li (1980) asserted the dual nature – technical and political – of accounting
systems. Li (1980) showed the technical nature of accounting by noting that accounting
techniques, such as double-entry bookkeeping and accounting statements, serve the
entire society, and do not belong to any certain class. On the other hand, he also advised
that accounting serves specific classes in the class society, such as in capitalist
countries, and further used the principle of conservatism to illustrate the class nature of
accounting system in these capitalist countries:
Capitalist accounting often boasts one accounting principle called conservatism. The
basic argument is that when we deal with accounting activities, [we] do not include
the possible profit, but include the possible loss. This requires: do not overstate assets,
and do not understate liabilities; do not record income if the evidence is not sufficient;
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record expenses and losses if there is a reasonable excuse. The purpose is to increase
the cost, decrease profit, and cheat workers, reduce taxable payment and dividend to
maximise the profit. All the above evidence… discloses the class nature of accounting
(Li T 1980, p.38).

Statements analysing the principle of conservatism from a class perspective are
common in accounting studies. Similar statements can also be found in Yang and Shen
(1991) and Liu (1993). Furthermore, this view of the class nature of accounting was also
common in accounting textbooks. One textbook written by Jiangxi Finance and
Economics College (1981) stated that the purpose of accounting was to achieve Deng’s
political task of the Four Modernisations. This book continued the judgement that
capitalist accounting existed, and was to be regarded as negative:
In a capitalist society, accounting is used to serve the will and requirements of
operators and agents concerning how to maximize the profit in order to protect and
expand their private property. Capitalist accounting is used both as a means of
operating management and a means of reducing costs to promote business
competition…. The task of socialist accounting is completely different from that of
capitalist accounting… (Jiangxi Finance and Economics College 1981, p.7).

Jiangxi Finance and Economics College (1981) also argued that socialist accounting
uses Marxism as a guideline, focussing on the organisation of productive forces,
improving the productive relationship, and therefore enhancing economic results to
achieve China’s Four Modernisations. The contents of the accounting system outlined
in the textbook, as in Mao’s period, reflected socialist features:
The balance sheet is a major statement for enterprise, and it reflects the form of
Application of Funds and Sources of Funds at a certain point in time…. There is a
corresponding relationship between the two sides…. Application of Funds and
Sources of Funds are the two sides of one fund, and thus, they have to be the same.
The balance sheet is established on the basis of equality between of these two funds.
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The income statement is very important in industrial enterprises. Profit is used to
reflect the result of an enterprise’s economic activities, which is a synthesized index.
Through calculating profit, the profitability of an industrial enterprise can be
reflected, and also indicate the contribution of the enterprise to state accumulation,
and show the enterprise’s management. Therefore, the purpose of the income
statement is to measure the ability of the implementation plan to promote enterprises'
operating management, increase the state accumulation of funds, and enhance the
development of production (Jiangxi Finance and Economics College 1981, p.148).

These statements provide evidence for the existence of traditional accounting
intellectuals in this new period. However, compared to the period of Mao, there was a
much greater tolerance of traditional intellectuals. They had a different experience to
Tao De64, who had been heavily criticised for arguing the technical nature of accounting
systems in the period of Mao. While following Deng’s “letting a hundred flowers
bloom, letting a hundred schools of thought contend”, it was common for accounting
scholars to express different accounting views in this period. One famous accounting
scholar, Yang Jiwan, was encouraged to express different accounting views when he
was interviewed by Xia and Ma (1993, p.25) and stated that “the truth is becoming clear
after discussion, whether for or against. In discussing issues, we should convince
others…rather than 'bludgeon' and 'label', dividing people into certain political positions
and then discussing the issue”. In his view, accounting discussion is in the scope of
academic debate, and the purpose of debate is to develop accounting theories and
practices, serving the requirements of a socialist market economy.

64

Details in Chapter Five.
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Organic intellectuals. Another group of accounting scholars challenged the view of
traditional intellectuals and emphasised the technical nature of accounting systems. Ge
and Huang (1980, p.23) questioned the view of the class nature of accounting as
follows:
Does accounting have class nature? How we can analyse the class nature of
accounting? It is a controversial issue from the early 1950s. At first, we were
influenced by the Soviet Union’s accounting, only discussing the class nature and
ignoring the technical nature of accounting. [This was the case] until the 1960s, when
this view changed and the accounting system was believed to have both a class and
technical nature. However, the emphasis has still been placed on its class nature.
Now, we believe that not only the 1950s view of accounting systems should be
reviewed and discussed again, but also that of the 1960s.

It is no surprise that the view of accounting systems as having a dual nature was also
challenged. Yu (1980, p.46), a member of ASC, stated:
Accounting can only be used in consultation and reference, rather than used in direct
management as mentioned by some comrades. Accounting is an information system,
and actually can be considered as a certain language or method, and this language or
method does not have a class nature. One language or method can be used by
different classes to serve a certain class; we cannot mix the application of language
or method with language or method itself. Therefore, the dual class nature of
accounting cannot show the real nature of accounting [emphasis added].

Ge Jiashu’s65 (1978) influential journal paper “Must Restore the Reputation of Double
Entry Book Keeping” was published in the Economic Issues in China journal, which
had been founded by Xiamen University. In this paper, Ge advocated that “Chairman
Mao said everyone lives in a certain class in a society with class nature, and different
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He was one of the accounting scholars in the period of Mao who had supported the view that the class
nature of accounting existed (Ge 1964), but his view completely changed with the shift of political leader,
and he became the first scholar to revisit the class nature of accounting in the early period of Deng.
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thoughts have branded different classes”; however, he explained, “it should be analysed
in detail whether accounting theories and accounting methods could be linked to the
social system to serve the benefit of a certain class, and further reflecting a particular
political position” (Ge 1978, pp.77-78). Ge (1978, pp.83-84) commented that the
equation Application of Funds = Sources of Funds showed the capitalist “Balance
Theory”, which is similar to the equation Assets = Liabilities + Equity. In addition, Ge
(1978) believed that the collective productive means could be achieved after
overthrowing capitalist systems through violent revolution, rather than adopting a policy
of “non-recognition” in accounting systems. Ge (1982) further argued that accounting
had been artificially divided into socialist and capitalist accounting systems in the
period of Mao, which had restricted the development of a socialist accounting system.
In the following years, his papers have been published to show the benefit of debit-andcredit bookkeeping (Ge 1980, 1981, 1982, 1984).

Following Ge’s (1978) argument, He Nanxuan66 (1979) published a paper titled “No
Class Nature on Accounting Bookkeeping Methods” (He 1979) in the journal Finance
and Accounting founded by the MOF.

He asserted, “Is there a class nature in

accounting bookkeeping methods? My answer is no” (He 1979, p.20). He (1979, p.20)
further stated:
I believe, as in other economic management, that the accounting system has a dual
nature: class and technical. There is class nature in accounting objectives, tasks and
guiding principles; however, there is no class nature for various accounting
bookkeeping methods, and these methods can be used in different social systems.

66

He is one of the authors who criticised the accounting view of Wang Danru during Mao’s rule
(Chapter Five).
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This paper triggered substantial discussion in the accounting field. He67 (2010) recalled
receiving many letters, remembering that this was “so exciting after reading this
outspoken paper”. He asserted, “This paper has expressed the voices of majority of
accounting workers and practitioners.” One year later, He (1980b) further criticised the
views of traditional accounting intellectuals, such as Ye’s (1979)68:
Ye’s article does not discuss relevant issues; rather, it only insists on [criticising] the
adoption of double-entry bookkeeping in capitalist systems by noting that it is “hard
to understand” and can be used to “cover exploration, cheat the public”. Ye’s paper
stated that double-entry bookkeeping is deliberately mystifying, and that this method
can only be understood by a few trusted followers [in capitalist enterprises]. In fact,
many people, such as general accountants and economic managers, understand this
double-entry method in capitalist society; even labourers have learned economic
management and this [double-entry bookkeeping] accounting method. This
accounting method has been known by so many people, how can capitalists use it to
cheat the working class?

This new view of the class nature of accounting was also reflected in accounting
textbooks. One textbook written by Pan and Wang (1983) defined accounting as “an
economic information system” used by enterprises, business, agents, and other
organisations to record information in a continuous, systematic, and comprehensive
way. Although this textbook approached accounting from a technical point of view, it
still included some political discussion. For example, Pan and Wang (1983) stated that
“production is conducted in a productive relationship, and [accounting is] used by the
class that possesses the means of production in this relationship. In this way, accounting
[previously] only served this class…and therefore, there is a class nature in the
67

He noted that although many accounting scholars during Mao's rule agreed with the technical nature
of accounting, not many scholars were willing to express their own thoughts. He further argued that he
was not allowed to state that no class nature existing in the accounting equation at that time, even though
he held such beliefs, as it would be seen as a political issue (He 2010).
68
The main argument of this paper has been described at the beginning of this section.
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accounting system” (Pan & Wang 1983, p.2). Except for this kind of statement, there
was no criticism of the capitalist accounting system in this textbook. Furthermore, the
debit-credit bookkeeping method had re-emerged in accounting textbooks by the early
1980s. For example, Jiangxi Finance and Economics College’s (1981) textbook
emphasised its use, which it introduced in an objective way:
The double-entry bookkeeping method includes: debit-credit bookkeeping, increasedecrease bookkeeping, receipt-and-payment bookkeeping, etc. This book will use
debit-credit bookkeeping from beginning to the end, and other methods will be
illuminated in the appendices.

The debit-credit bookkeeping method uses debit and credit as bookkeeping signals,
and uses the bookkeeping rule “If there is a debit, there will have to be a credit; debit
and credit are equal”.... In any enterprise, there will be some changes between
Application of Funds and Sources of Funds, within Application of Funds, or within
Sources of Funds…. However, the total amount of Application of Funds and Sources
of Funds will be same (Jiangxi Finance and Economics College 1981, pp.27-28).

7.2.2 Narrative of the historical event of learning from other countries

With the spread of Deng’s ‘open-door’ policy, learning accounting systems from other
countries was also promoted. In early 1980s, different papers were published in
accounting journals to encourage professionals to learn accounting systems from other
countries. As mentioned above, 39 out of 248 papers published in Accounting Research
from 1980 to 1982translated accounting standards from different countries, and 24
introduced western countries' accounting standards or explained why they should be
used. These papers have covered many different aspects of accounting systems, such as
financial accounting (e.g. Yang S 1980), management accounting (e.g. Yang 1980), and
auditing (e.g. Chen & Shen 1981). These studies have suggested that, consistent with
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Deng’s political ideology, accounting professionals could learn from other countries and
apply these countries' advanced technology while still preserving China's socialist
characteristics. One typical example of statements made at the time said:
…the issue of learning accounting from other countries has been a focus of concern in
the accounting discipline. If this issue can be properly solved, the other countries'
accounting can be used by China to promote the development of accounting and serve
the requirement of the Four Modernisations. If this issue cannot be solved in a proper
way, [learning from other countries] may not bring any benefits, or may even bring
some harm [to economic development in China] Therefore, we should consider our
reality, and critically learn accounting content when we learn accounting experience
from other countries, and gradually develop an accounting system that is suitable for
our country’s reality…. [T]his is an important subject for China.

A few years later, it was common among this group of organic scholars to begin their
textbooks by stating the importance of adopting western accounting systems in China.
For instance, in the preface to Modern Accounting Foundation, Tang (1991, preface)
noted that “this book is written to explain our country’s accounting theory and practice,
whilst absorbing some good experience from western countries”. Similar statements
were presented by Song and Hu (1991, p.29) that “accounting research in China should
use Marxism-Leninism and Mao Zedong's thoughts as guidelines, actively introducing
other countries’ accounting methods and techniques, in order to enrich and improve the
accounting system in China”. Although the western accounting system had not been
directly used in practice, it was fully introduced in many accounting textbooks (e.g.
Wang 1983; 1988).

Furthermore, some accounting textbooks, such as Qiu (1990), replaced the accounting
equation of Application of Funds = Sources of Funds with Asset = Liabilities + Equity,
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stating that this was the result of research achievements in the past 10 years; this book
was thus a ‘new’ accounting textbook (Qiu 1991, preface). Although there were not
many political ideas discussed in Qiu (1991), the author explained the application of
western accounting in a socialist context, and further re-examined the socialist
accounting system:
The balance sheet is based on the equation Asset = Liability + Equity. It was argued
to use Application of Funds = Sources of Funds, but the concept of Sources of Funds
is ambiguous from the economic entity’s view. It did not distinguish the enterprise’s
creditor and owner…. In the private-ownership system, the owners of an enterprise
are entitled to the ownership; similarly in the public-ownership system, the entire
population owns the enterprise. In China, the socialist system is based on public
ownership. The owner’s equity in our state-owned enterprises and collective
enterprises belongs to the owners of enterprise, which is the state and the public;
hence the equation A = L + E also fits with this feature (Qiu 1991, p.167).

Additionally, an increasing number of studies attempted to blur the distinction between
socialist and capitalist accounting systems. Ge and Huang (1980, p.1), for example,
identified some common ground between socialist and capitalist countries to explain
why China could adopt western systems:
The economic accounting system is adopted by socialist countries to manage
enterprises and is also used by enterprises to manage their operations. This system
incorporates some rational components from capitalist enterprises. The reason
socialist enterprises can use a capitalist enterprise management system is that a
commodity economy exists in both [socialist and capitalist] systems (Ge & Huang
1980, p.1).

Ge and Huang (1980) argued that this system had not been adopted in Mao's time
because of the extreme political bias towards the commodity economy during Mao’s
period:
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In China, we never abolished the commodity economy…this is a good thing.
However, we are uneasy when we use the term commodity economy, and always
attempt to limit the usage. [The reason is that] Lin Biao and the Gang of Four have
used their extreme rightist thought, spreading anti-Marxist extreme leftist theory, and
arguing that a commodity economy is equivalent to a capitalist economy. In the
period of the Gang of Four, although the commodity economy did not disappear, the
anti-commodity economy was also an anti-scourge…. In this circumstance, it is
impossible to provide the necessary conditions for an economic accounting system
(Ge & Huang 1980, p.1).

Similarly, Ge (1982), for instance, believed that accounting is a productive science, and
does not have national boundaries; thus contemporary capitalist accounting theory could
be critically inherited by socialism. Yang (1989, p.5) stated that “accounting standards
started from western countries, and they already have many years' experience, thus they
can form one set of systems". Therefore, Yang (1989) believed that it is important to
“learn experience from western countries, and it is wrong if someone rejects learning
some scientific technique but not others”. Similar statements showing the importance of
western accounting systems are common, such as Yang S (1980), Yang and Yan
(1980), Yang and Yu (1981), Li W (1982), Liu (1982), Yu (1982), Ge (1982), and Yang
(1989).

Even though learning from western countries was widely accepted, it was controversial
whether the principle of conservatism 69 should be used in the Chinese accounting
system70. Prior to the formulation of an accounting standard in China, the principle of
conservatism was a critical issue: many people believed it should not be included

69

The attitude towards Principle of Conservatism will be described in Section 7.2.3.
The Principle of Conservatism in the period of Mao and Deng has been discussed in detail in Ezzamel
et al. (2008); the information provided here offers a brief overview of the political implementation of this
principle.
70
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because bad debt would never occur in socialist China (see details in Ezzamel et al.
2007). In the initial years of Mao’s rule, the task of the economic field was to critically
accept economic thoughts and contents from other countries. Under the impact of the
Soviet Union’s accounting theory, the principle of conservatism was severely criticised.
Many people believed that this principle was based on capitalist private ownership, and
the purpose of this principle, as a tool of reserve profits, was to deceive the public
(Yang & Shen 1991). From this perspective, accounting was an important tool for
economic management, with an aim of satisfying the requirements of the ruling class,
and of dealing with the interpersonal relationship of serving the ruling class (Li T 1980).
Therefore, it was considered that the real purpose of conservatism in the accounting
system was to protect the benefits of capitalism for the capitalists themselves, and to
serve as a tool for capitalists to cheat and cover assets, such as increasing costs, and to
reduce profits to deceive labourers along with decreasing taxes and the value of
dividends distributed. Therefore, many accounting scholars asserted that conservatism
was only suitable in a capitalist society, rather than socialist China (Li T 1980; Yang &
Shen 1991; Liu 1993). Chen (1992, p.5), on behalf of the MOF accounting department,
summarised the discussion of whether to include this principle in the Chinese
accounting system:
It is a controversial issue whether we should include conservatism in our accounting
standards. We have reiterated the drafting of these standards several times. The initial
draft does not include conservatism, as the main concern is that the meaning of
conservatism is too extensive, it is not rigorous even in western countries, and thus
conservatism is inappropriate to be adopted in a general way. Of course, enterprises
may face higher risk and potential losses with the development of open-door and
market economic systems, and have to treat this seriously. We will adopt different
specific policies to deal with this kind of problem.
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Ge (1982, p.47), as an organic intellectual, noted that the principle of “not estimating
uncertain revenue, and only estimating uncertain loss” reflects conservatism. As long as
there is uncertainty but no standard evaluation for this uncertainty, we can select
evaluation method from various methods. Ge (1982) argued that this principle should be
used in China’s accounting system to fill the gap of the previous accounting, which had
been dominated by 'riskiness' and 'exaggeration'. Others have also argued that the
application of the principle of conservatism in socialist China was common. Jia (1987,
p.34) revisited the development of this principle, and concluded that “the principle of
conservatism in capitalist system is not arbitrarily fictional, and also not a tool for
capitalists to exploit”; however, it is determined by the commodity-based economic
system. Jia (1987) further emphasised the importance of recognising the objective
nature of this principle, which is the basic premise of adopting this system in China.
Wang and Lin (1987) identified the scientific nature of the principle of conservatism,
and argued that this principle does not have class nature unless it is arbitrarily used by
capitalists. This principle must be used in the socialist market system, which is
determined by the objective requirements of the economic system, rather than the
subjective will of the people (Wang & Lin 1987). Ge et al. (1988, p.21) put forward this
principle in the first Accounting Standard Setting conference from a technical aspect:
Many people still do not agree with applying conservatism in the accounting system;
they believe this principle would reduce the state tax revenue. It sounds reasonable,
but it is not true. If we analyse this by considering the entire period of operation, the
underestimation of taxes in the early stage has led to overestimation in the later
period, and thus, this principle would only shift revenue periods, rather than the total
amount of revenue…. It is not necessary to worry about tax revenue because of this
conservatism principle.
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Yang (1995b, p.14) provided a straightforward reason to explain the rejection of this
principle in the planned economy:
…the state attempted to solve financial problems by increasing enterprises’ taxes, and
supporting the state enlarging production, and thus being afraid of covering profits
and decreasing financial revenue in their ideological thought. The accounting system
in that period does not allow increasing costs and decreasing profits, which can be
reflected in a low depreciation rate, no bad-debt allowance, and no allowance for the
backlog goods. These accounting phenomena can be summarised as ‘virtual surplus
and actual losses' and ‘false profit’, which actually is anti-conservatism.

The principle of conservatism was finally used in the accounting system in China by
permitting a bad-debt allowance and using various depreciation methods 71 .

The

discussion in accounting journals placed the emphasis on the scientific nature of this
principle， and the discussion on its political nature gradually faded. For instance, He
M (1993, p.63) stated that the scientific nature of this principle is that it can
“compensate and correct some losses because of uncertainties in existing economic
environments and business”, and in particular emphasised that this principle is designed
to satisfy the socialist market economic system. In addition, new published accounting
textbooks, such as New Accounting Principles (Li 1993) and New Accounting
Foundation (Wang 1993), also defined the principle of conservatism in an objective
way:
The principle of conservatism indicates that accounting should follow the principle of
prudence. In this principle, accounting should record the possible losses and
expenses. In a market economic system, some losses in enterprises are inevitable in
market economic conditions…. Thus, the accounting standard allows the enterprises

71

The details will be explored in Section 7.2.3.

186

Chapter Seven: The Influence of Deng and the Evolution of Accounting Practice 1978
to 1992

to use first-in first-out, bad-debt allowance, and accelerated depreciation methods.
They are the reflection of the principle of conservatism (Li 1993, p.14; Wang 1993).

7.2.3 The consequences

To start engaging in intellectual discussion at an official level, the Accounting
Standards Setting Research Group was established under the management of the
Accounting Affairs Division of the MOF in 1988. The group and ASC organised an
accounting standard-setting conference the following year to discuss the structure and
direction of accounting standards. The MOF coordinated the accounting standardssetting program and included activities such as proposing the table of proposed contents
that followed socialist economic systems, organising research conferences for
accounting standards-setting, releasing standards, getting technical support from the
World Bank, and employing international accounting experts to comment on accounting
standards. In this way, the MOF, ASC and international accounting experts were
involved in the development of accounting standards in China. The standards released
in 1992 adopted principles from the IAS Committee and Financial Accounting
Standards Board’s Conceptual Framework, and opinions from national standard-setters,
with the stated purpose of assisting the future development of accounting standards
(Tang 2000).

In the following year, the Accounting Affairs Management Division of the MOF
published a book, Interpretation of Accounting Standards (1993), which stated in its
preface:
Reform is the only way to liberate and develop productive forces. Based on the
development of objective situations, we urgently need to reform accounting with
more courage, a faster step, and more ideological emancipation to investigate, test,
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absorb, and learn from international advanced management techniques and
experience to promote reform and serve the development of socialism (Compiling
Group of Interpretation of Enterprises Accounting Standards 1993, preface).

As shown, even as China was implementing western accounting concepts and practice,
official discourses were framed with socialist ideology. To emphasise the characteristics
of socialism in this new set of accounting standards, the MOF stated:
The socialist market economy is adopted in China, and thus, socialist public
ownership is dominant in our economy. For this reason, the functions of the state are
to organise and regulate the economic system, and maintain socialist economic order
as well. Accounting standards, as an intermediary connection among national
economic regulations, accounting policies, and enterprise micro accounting
behaviour, should be used by the state to regulate enterprise accounting… (Ministry
of Finance 1993).
…[W]e cannot directly copy accounting standards from these [western] countries; we
should consider our economic situations and national conditions to formulate our
socialist accounting standards… (Ministry of Finance 1993).

After reviewing the fundamental principles of accounting standards-setting, this section
will attempt to identify the major differences72 between the Basic Accounting Standards
promulgated in 1992 and the previous accounting systems in four aspects73: the change
of accounting equation, the appearance of shareholder capital, financial statements, and
the principle of conservatism.

72

In this section, the major differences are mainly focussed on the standards that cannot demonstrate the
characteristics of socialism.
73
Appendix Nine gives an example of a balance sheet from 1992, and Appendix Fourteen gives an
example of an industry enterprise financial statement from 1992 to view the accounting systems in the
period of Deng.
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The first significant change in the Chinese Accounting Standards (CAS) was that
Article 8 of the General Provisions specified a change in the accounting equation to
debit-credit double-entry bookkeeping. In fact, the socialist accounting system on the
basis of Application of Funds = Sources of Funds was maintained in China in the initial
period of Deng to reflect the collective ownership of socialist society. However, this
was changed to Assets = Liabilities + Equity to align with the western accounting
equation in 1992. The MOF (1993) explains this change in the following points:



The equation Source of Funds = Application of Funds is built on the basis of
product economy, aligning with highly centralised economic management
systems. In this system, enterprises do not have rights on managing production
and operation in their own business.



With the development of the economic system, the product economy has been
gradually transformed to a socialist market economy, and enterprises have
become the investors and operators for their business. Thus their relationships
with outside parties are more complicated, so the traditional equations do not
satisfy information users' requirements.



The equation Asset = Liabilities + Shareholders Equity is beneficial for drawing
close to the IAS, and satisfying the requirements of enterprises’ information
users.

This accounting equation was argued to better reflect the economic substance of
business enterprises. This change could be considered the second important evolution
in this new accounting system. In the previous accounting system, enterprises used
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special fund accounts to record the income and expenses of the state. The state fund
was directly deducted in some cases, such as the depreciation of property, plant, and
equipment, losses on scrapped assets, and shortage of inventories. Sometimes, the state
fund might increase, such as gains in inventories because of national price adjustment.
However, when enterprises started to take responsibilities for their own gains and
losses, the accounting system needed to reflect this shift of accountability (Compiling
Group of Interpretation of Enterprises Accounting Standards 1993).

The third change in this accounting reform was the change in the format of financial
statements. The previous statements had been based on the accounting equation Sources
of Funds = Application of Funds, which focussed on the public ownership of productive
resources, and their purpose had been to identify the corresponding funding for these
productive resources. However, many problems had been arisen from this set of
traditional financial statements in the period of transition to the socialist market
economic system. The MOF (1993) pointed out several issues. First, this funds balance
sheet did not consider whether funds came from debt or investment, and it was difficult
to recognise creditors and owners in a business transaction (Liaoning Minstry of
Finance 1993). Second, these financial statements were useful in the highly centralised
economic system, with the aim of helping the state manage the economy in a direct
way, but without considering the requirements posed by other aspects. For instance, the
highly centralised financial statements emphasised the provision of financial
information that satisfied the information needs of the state, but not others, such as
private creditors and investors. Third, the differences between the fund balance sheet
and the international balance sheet meant that many foreign investors could not
190

Chapter Seven: The Influence of Deng and the Evolution of Accounting Practice 1978
to 1992
understand enterprises’ financial status through financial statements, which negatively
influenced foreign investment. Thus the new CAS started to fully adopt the format used
to present financial statements, including the balance sheet, income statement, and
statement of changes in financial position, used in western accounting.

The fourth major change was that the principle of conservatism was included in Chinese
enterprises. In this new accounting standard, conservatism was used in many aspects,
such as allowing bad-debt allowance, and allowing various depreciation methods. More
specifically, enterprises were allowed 0.3% to 0.5% bad-debt allowance based on the
amount of accounts receivable at end of year to decrease the operating risk. In addition,
the straight-line method and units-of-production method were considered as main
depreciation methods, although accelerated depreciation was also allowed in certain
industries to recover the investment in early years. The importance of using this
principle to solve reduced risk of the previous accounting system and satisfy the
objective requirement in the socialist market system has been widely accepted in the
accounting discipline (Ge 1982; Jia 1987; Wang & Lin 1987; Ge, Lin & Wei 1988;
Yang 1995a).

As discussed above, the accounting institution – the ASC in this case – can be
considered as part of both political and civil society to build up a new accounting
system aligned with new political ideologies. Accounting intellectuals play a significant
role in establishing new ideologies through internal debate and achieving hegemonic
leadership in this transition period (Simon 1982). Accounting intellectuals can be
further divided into traditional and organic intellectuals. Traditional intellectuals
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maintained the knowledge learned during Mao’s period; in contrast, organic
intellectuals shifted their political ideologies, changing the focus from class struggle to
economic development, and further encouraged learning from other countries. Another
important function of organic intellectuals is to criticise and weaken the views of
traditional intellectuals. In this way, the effort of organic intellectuals contributed to the
construction of political ideologies in the accounting discipline in the period of Deng,
and also influenced accounting standards-setting in China.

7.3 Summary
This chapter reviewed the development of the accounting system under the impact of
Deng’s political ideologies from 1979 to 1992. It identified the shift in focus from class
struggle to economic development and learning from other countries as the political
ideologies in Deng’s time, and constructed the accounting systems corresponding to
these political ideologies. After narrating the struggles between traditional and organic
intellectuals regarding these two ideologies, it identified the consequences of each
accounting system.
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The purpose of this chapter is to provide conclusions for this thesis. This chapter will
identify the research findings of this thesis, and then describe its contributions to theory,
methodology and method, and accounting practices. Finally, it will discuss the research
limitations as well as future research opportunities.

8.1 Research findings
By connecting accounting to its broader context, researchers have been able to
demonstrate its social and political nature (Dillard 1991; Funnell 1996; Baker & Bettner
1997; West 1998; Laughlin 2004; Tinker 2005; Cortese & Irvine 2010; Zhang et al.
2012). It has been well documented in the literature that accounting does more than just
present economic ‘facts’; rather, it shapes its surrounding environment, influencing
decisions related to economics, society, politics, legitimacy, and organisations in a
much deeper way (West 1998). This thesis has considered accounting change in China,
with a particular focus on how political ideology influenced accounting systems and
how accounting systems supported and maintained political hegemony. The research
presented in this thesis contributes to the literature by further investigating this sociopolitical nature of accounting and examining accounting change during distinctive
periods in Chinese history.

This thesis uses Gramsci’s (1971) theory of hegemony, as elucidated by Simon (1982),
to demonstrate the influential role of political leaders in the process of setting up an
accounting system, and in turn to examine the political nature of accounting in
ideological diffusions for sustaining political dominance during the period of 1949193
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1992. The struggles between organic and traditional intellectuals in the different
transitional periods, and the role of organic intellectuals in the process of maintenance
of hegemony and organic crisis that Gramsci (1971) theorised, are examined in this
historical context, highlighting the tensions that pervaded China at the different time
periods under investigation. Gramsci (1971) argues that civil consent, rather than
coercive force, is an important source of power for the establishment and maintenance
of the state. Political dominance is obtained by establishing and diffusing a hegemonic
culture so that the ideology of the ruling class is perceived as common sense among the
people. A hegemonic class, therefore, becomes that which is able to create and maintain
a network of alliances in a society through moral and intellectual struggles. This
consensus-forming is both manifested and facilitated through a process where organic
intellectuals win through the traditional ideas and ambitions as an important part of
power dominance through transitional and crisis periods (Gramsci 1971).

By following Gramsci’s (1971) theory, this thesis analysed archival documents
published in China between 1949 and 1992 and narrated a story of accounting systems
according to the new accounting history research approach. Examples were presented
within a broad historical context to demonstrate the different ideologies adopted by
political leaders and how these were reflected in the accounting systems. The function
of accounting as part of a moral and intellectual force in sustaining class power was
shown as crucial to the establishment of political power, the maintenance of hegemonic
leadership, and political reformation following a period of crisis. Specifically, three
historical periods have been examined under the impact of the different ideological
contexts in which accounting evolved during the period of 1949 to 1992.
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From 1949 to 1957, the struggles between traditional and organic intellectuals played
out as described in Gramsci’s (1971) theory. Following Mao’s political ideologies of
New Democracy and Leaning to One Side, organic intellectuals embedded their
arguments into prevailing political ideas, reorienting the purpose of accounting to
protect the interests of the working class and facilitate the implementation of central
planning. In this way, a centralised accounting system along the lines of that in the
Soviet Union was established in this period.

From 1958 to 1977, Gramsci’s (1971) maintenance of hegemony and organic crisis was
adopted to explain accounting systems. In this period, Mao attempted to further
eliminate the influence of capitalism and establish a new system of serving the masses
by using the political ideologies of the Great Leap Forward and the People’s Commune.
Accounting systems were reformed accordingly to satisfy the requirements of these
political ideologies; thus a simplified accounting system was implemented in the Great
Leap Forward period, and a socialist accounting system was set up to reinforce the
communist ideologies of the state in the People’s Commune movement. However, the
failure of these two movements gave rise to the Cultural Revolution, in which these
newly formed accounting systems were destroyed.

From 1978 to 1992, another debate between traditional and organic intellectuals arose.
In this period, Deng took political power from Mao’s followers, and started reform in
different areas by following his main ideology of Emancipating of the Mind, which
stipulated complying with the market socialist system in the economic sphere. In this
period, accounting intellectuals followed Deng’s ideas for a new set of accounting
systems aligning with western countries, and rejected Mao’s arguments to get rid of
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western accounting systems and facilitate a centralised accounting system in socialist
China. Thus, China released new accounting standards in 1992 to harmonise with the
IAS for the first time since the establishment of the CCP; this was viewed as a
milestone in the history of China’s accounting standards.

8.2 Research contributions
8.2.1 Contributions to theory

The theoretical framework used in this thesis, Gramsci’s (1971) theory of hegemony,
can make a significant contribution to understanding the development of accounting
systems under the impact of political ideologies, and further, how accounting
intellectuals have been reoriented to change their beliefs on accounting systems and
diffuse their new thinking to satisfy the needs of political leadership.

Gramsci’s (1971) theory of hegemony explains the role of ideologies in sustaining
political controls in a society. He emphasises the power of the establishment and
maintenance of certain ideas and values, rather than violence or coercive forces, in
exercising hegemony for the ruling parties. Political control is achieved by establishing
and diffusing a hegemonic culture, in which the values of the ruling class are perceived
as ‘common sense’ among the people. This theory has been mainly used to explore the
importance of the accounting profession in both the capitalist and socialist economic
context (e.g. Goddard 2002; Yee 2009, 2012), but many parts of this theory have been
relatively unused in historical inquiries into accounting development. In his theory,
Gramsci (1971) pays special attention to the formation of organic intellectuals in a new
historical period, and how this group of intellectuals could replace traditional
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intellectuals. The one notable example is the study of Cooper (1995), who used the
concept of organic intellectuals to investigate the role of accounting in a political
struggle inside the National Union of Journalists. This thesis not only fills the
theoretical void by considering the struggle between organic and traditional accounting
intellectuals with distinctively different social and economic socialist contexts, it goes
further by comparing the struggles under two distinctive political leaders, Mao and
Deng, and the shift of organic intellectuals from the previous period to the new period
with the change of political ideologies.

In addition, the concepts of the maintenance of hegemony and organic crisis have also
been discussed in Gramsci’s (1971) theory of hegemony. By stressing the maintenance
of hegemonic leadership, Gramsci (1971) also argues the possibilities of organic crisis
appearing throughout the hegemonic period, and asserts that this can only be cured by
reshaping state institutional systems and recognising a new ideology. The organic crisis
in accounting studies, in fact, has been largely unexplored. Goddard (2002) suggested
that more accounting historical studies using hegemonic analysis could consider the
development of accounting within specific organic crises. This thesis fills this gap by
careful analysis of the process from maintenance of the hegemony to the emergence of
organic crises in accounting systems in China in the period between 1958 and 1977.

8.2.2 Contributions to methodology and method

In a general sense, the traditional and new accounting history research methodologies
are useful to investigate the development of accounting history. By identifying the
shortcomings of traditional accounting approaches, this study adopts the new
accounting history research, using a narrative approach to inquire into the development
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of accounting history in China. New accounting history research offers powerful
explanations of the role of accounting and exposes the power struggle in society. In this
way, accounting systems can be successfully located in specific belief and power
systems in different periods (Miller et al. 1991; Carnegie & Napier 1996; Napier 2001;
Gomes 2008). Many studies have followed the example of Lodh and Gaffikin (1997),
Gomes (2008), Merino (1998), Gaffikin (1998), Parker (1999), Sargiacomo and Gomes
(2011), and Walker (2005) in borrowing theoretical lenses from other disciplines to
conduct historical analysis. However, the majority of accounting historical studies have
focussed on adopting Foucault’s power and knowledge theory to understand accounting
history. Only a small number of studies have adopted Gramsci’s (1971) theory of
hegemony to conduct research on accounting history. Two notable examples using
Gramsci’s (1971) theory of hegemony are Goddard (2002) and Yee (2009). This thesis
provides further evidence that accounting history studies can be enhanced when this
new historical research is used in conjunction with hegemonic analysis. As Goddard
(2002, p.684) noted:
…the theory of hegemony can overcome the problems of Puxty et al.’s (1985)
approach, as it stresses the process by which values of the community are managed
and ties these processes to issues of social and economic dominance. The analysis
also overcomes…Marxist approaches as it specifically considers what the state does
and the rationales that articulate its activities. Moreover, it avoids…Foucauldian
approaches as the study of interests and class is central….

Furthermore, the historical narrative is used as a research method to construct
accounting story. In this thesis, narrative has been given different functions following
the suggestion of Funnell (1998a), including narrative as a means of story-telling,
narrative as a fiction, and narrative as interested discourse. To narrate the accounting
history from Gramsci’s (1971) perspective provides another important contribution to
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existing historical studies and offers an innovative investigative framework for studies
of accounting over a long historical period.

8.2.3 Contributions to practice

This study examines various accounting systems across three different periods in China:
the socialist system in the first period of Mao’s leadership, the distorted accounting
system in the second period of Mao’s leadership, and the socialist market accounting
system in Dengist era. This level of research offers a practical contribution to the
existing understanding of the domination of the state in accounting systems in China as
compared to western countries. Unlike those in western countries, where accounting
standards are developed by a third party, Chinese accounting systems are heavily
influenced and dominated by the state through the promulgation of new accounting
regulations and standards by accounting intellectuals in accordance with political
ideologies.

Furthermore, this thesis traces the details of accounting evolution from 1949 to 1992. In
the first period, from 1949 to 1957, organic intellectuals were actively involved in
following the political ideologies of the New Democracy and Leaning to One Side. By
using the accounting equation and land account as two key examples, this thesis
presented the evolution of the accounting system in China from western-style to
socialist-style. In the second period, from 1958 to 1977, this thesis demonstrated three
unique accounting systems: the simplified accounting system in the period of the Great
Leap Forward; the socialist accounting system in the period of the People’s Commune
movement; and the absence of an accounting system, and later an accounting system
from Mao’s interpretation, in the period of Cultural Revolution. The accounting system
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was restored from 1978 to 1992 following Deng’s Emancipating the Mind movement.
This thesis discussed the major changes in the accounting system, such as the
accounting equation, balance sheets, and principle of conservatism to demonstrate how
the socialist regime finally accepted western accounting methods after ideological
diffusion by the organic intellectuals. By providing detailed information, this research
offers a clear picture of the development of accounting systems in China, and how
accounting is shaped by its surrounding environments, such as economic, society,
politics, and culture. Therefore, it is further evidence of the challenges in the process of
implementation of IFRS in China.

8.3 Research limitations
This study is subject to several limitations. First, while identifying the main ideologies
in different time periods can show the major forces of the development of accounting
system, it introduces the possibility that the research will ignore other factors that affect
accounting systems, such as domestic pressure, the widespread adoption of IFRS at the
international level, and the objective needs of the Shanghai and Shenzhen Stock
Exchanges. But such research can provide an alternative view to understand the initial
and fundamental power of accounting changes in events of social evolution in the
context of China.

Second, there are also limitations specific to data in this research. Despite extensive
efforts to collect and select the textbooks and documents used in this study, data
deficiency is unavoidable. Many economic studies have revealed the failure of the
People’s Commune movement in China, taking account of the one-party dictatorship in
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China and the CCP's control over publication, which has ensured that no extant
historical record objectively evaluates and comments on the negative consequence of
the CCP's decisions relating to accounting, and the effectiveness of its accounting
systems. In addition, as the majority of data is translated by the author from Chinese,
the wordings and meanings may not be exactly the same as the original Chinese.

Third, there are limitations related to the establishment of the accounting system in
China. This process is significantly less transparent in China than in many other
countries, and there is a significant lack of publicly available information describing it.
This research, therefore, has had to rely on theory to identify the role of political power
in this process, and has presented a reasonable explanation by referring to the limited
public resources available.

Fourth, this theoretical framework is limited in that it may not be appropriate to
ideological studies in the context of China, as it is a consequence of observation from
democratic societies, and thus, cannot be successfully adopted to understand
authoritarian nations (Sim 2006). However, Sim (2006) argues that there is no clear
distinction between authoritarian and democratic societies within Gramsci’s (1971)
theory, and that even the concept of coercion (domination) and consensus (hegemony)
are not mutually exclusive. In addition, the choice of Gramsci’s (1971) theory for this
thesis attempts to offer a new lens to examine this event, which does not necessarily
exclude other theories from consideration.
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8.4 Further research opportunities
One opportunity for future research in this is related to the third limitation of this study.
Although there is insufficient public information available to reveal the due process of
establishing accounting systems in the Chinese context, an interview of internal
participants such as Chinese Accounting Standards Setting Committee members may
add valuable insights to the research findings.

Another opportunity for valuable further research could be the examination of the
ideological character of accounting textbooks from Mao’s period and Deng’s period in
different perspectives, such as financial accounting, management accounting, and
financial management, which aligns with the argument of Ferguson et al. (2005, 2006,
2008, 2009) and Ferguson (2007) that “accounting textbooks can be considered a form
of ideology, in so far as they construct ‘meaning in the service of power’” (Ferguson et
al. 2009, p.898).
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Appendix One: Critical Social Theories in Accounting Studies
Critical social theories in Key studies
accounting studies
Symbolic interactionism and Boland Jr and Pondy 1983; Preston 1986; Roberts 1991; Boland and Gordon 1992; Jönsson and Macintosh
1997; Ahrens and Chapman 2006; Haynes 2006; Hudaib and Haniffa 2009
ethnomethodology
Cooper and Sherer 1984; Puxty, Willmott et al. 1987; Arnold and Hammond 1994; Gray, Kouhy et al. 1995;
Political economic theory
Buhr 1998; Boczko 2000; Fleischman 2000; Oguri 2005; Wickramasinghe and Hopper 2005; Sikka
2008; Arnold 2009; Chapman, Cooper et al. 2009; Bryer 2012; Williams and Adams 2013
Laughlin 1987; Lodh and Gaffikin 1997; Parker 2002; Holloway 2004; Unerman and Bennett 2004; Dillard
Habermas’s critical theory
and Yuthas 2006; Lehman 2006; Noël, Ayayi et al. 2010
Stewart
1992; Fleischman 2000; Jeacle and Walsh 2002; Kearins and Hooper 2002; Vollmer 2003; Walsh and
Foucault critical theory
Jeacle 2003; Hooper, Kearins et al. 2005; Haigh 2006; McKinstry 2007; Lambert and Pezet 2010; Tuck
2010; Walker 2010; Kosmala and McKernan 2011; Martinez 2011
Giddens’
structuration Dijk 2001; Clegg, Courpasson et al. 2006; Cortese 2006; van Dijk 1993; Fairclough 2006; Busco 2009;
Baldvinsdottir, Burns et al. 2010; Dillard and Roslender 2011; Cortese 2006; Baldvinsdottir, Burns et
theory
al. 2010
Chua 1995; Jones and Dugdale 2002; Lowe 2004; Dechow and Mouritsen 2005; Lowe and Koh 2007;
Network theory
Arnaboldi and Azzone 2010; Christensen and Skærbæk 2010; Pipan and Czarniawska 2010; Skærbæk
and Tryggestad 2010; Dambrin and Robson 2011; Justesen and Mouritsen 2011; Muniesa and Linhardt
2011; Lowe, Locke et al. 2012; Becker, Jagalla et al. 2014.
Arrington
and Francis 1989; Ezzamel and Hoskin 2002; McKernan 2011
Derrida’s
deconstruction

theory
Social constructionist theory

Richardson 1987; Fischer 1996; Rutherford 2003; Walker 2003; Fearfull and Kamenou 2006; Parker 2008;
Chakhovich 2013
(Adapted from Lodh and Gaffikin 1997)
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Appendix Two: Example of Accounts in 1950
Industry accounting accounts in 1950

order

account number

account category

account name

I. Assets
1.1 Non-Current assets
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

1101
1102
1102-A
1103
1103-A
1104
1104-A
1105
1105-A
1106
1106-A
1107
1107-A
1108
1108-A
1109
1110
1111
1112
1113

Land
Building and Equipment
Building and Equipment Depreciation Allowance
Machine and Equipment
Machine and Equipment Depreciation Allowance
Transport Equipment
Transport Equipment Depreciation Allowance
Tools
Tools Depreciation Allowance
Appliance
Appliance Depreciation Allowance
Welfare Equipment
Welfare Equipment Depreciation Allowance
Other Equipment
Other Equipment Depreciation Allowance
Unused Fixed Assets
Construction in Progress
Repair in Progress
Payment to the State Treasury's Basic Depreciation Fund
Allocated Basic Constructing Fund
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21
22
23
24
25
26
27
28

1114
1115
1116
1117
1118
1119
1119-A
1120

Basic Construction Fund Deposit
Overhaul Depreciation Fund Deposit
Bureau's Overhaul Depreciation Fund
Payment to the State Treasury's Fixed Assets' Price Change
Disposal of Fixed Assets
Investment from Owned Enterprises
Offset Subordinate Enterprises Investment
Other Investment
1.2 Current Assets

29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

1201
1202
1203
1204
1205
1206
1207
1208
1209
1210
1211
1212
1213
1214
1215
1216
1217
1218

Cash
Other Currencies
Cash at Bank
Foreign Currency Deposits
Working Capital Fund
Securities
Notes Receivable
Accounts Receivable
Raw Materials
Materials
Goods in Transit
Materials Deposited Outside
Work in Progress
Commissioned Processed Products
Products Repair in Progress
Semi-Finished Products
Finished Products
Commissioned Sales Products
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47
48
49
50
51
52
53
54
55
56
57
58
59

1219
1220
1221
1222
1223
1224
1225
1226
1227
1228
1229
1230
1231

60
61
62
63
64
65
66

1301
1302
1303
1304
1305
1306
1307

Upgrade Products
By-products
Commissioned Processing Products
Repair Finished Products
Invalided Materials and Products
Commitment Sales Products
Storage Materials and Products
Backup Products
Government Supplies
Within Textile Industry
Administration Bureau's Exchanges
Owned Enterprises Exchanges
Factory Exchanges
1.3 Other Assets
Temporary Cash Payment
Prepaid State Treasury Surplus
Cash Payment in Advance
Expense Payment in Advance
Refundable Deposits
Unamortised Funds
Waiting For Clean-up Assets
II Liabilities
2.1 Non-current Liabilities

67
68
69
70

2101
2102
2103
2104

Long-term Loan
Funds to be Transferred
Overhaul Depreciation Fund Allowance
Hosting Overhaul Fund
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71
72

2105
2106

Basic Depreciation Fund Payable to the State Treasury
Transferred to the Basic Construction Fund
2.2 Current Liabilities

73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91

2201
2202
2203
2204
2205
2206
2207
2208
2209
2210
2211
2212
2213
2214
2215
2216
2217
2218
2219

Bank Overdrafts
Short-term Loan
Account Payable
Expense Payable
Estimated Material Fund Payable
Products to be Processed
Hosting Deposit Materials
Hosting Selling Products
Products and Materials Waiting to be Processed
Hosting Government Commodity and Products
Within Textile Industry
Bureau's Exchanges
Owned Enterprises Exchanges
Factory Exchanges
Raw Materials Preparation
Managing Fund
Education Fund
Labour Insurance Fund
Welfare Fund
2.3 Other Liabilities

92
93
94
95

2301
2302
2303
2304

Temporary Received Fund
State Treasury Surplus Payable
Fund Received in Advance
Depositing Fund
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96

2305

Waiting for Clean-up Liabilities
2.4 Net Worth

97
98
99
100
101
102
103

2401
2401-A
2402
2403
2404
2405
2406

Government Fund
Fund Allowance
Other Fund
Abnormal Loss
Previous Period Surplus
Previous Period Loss
Current Period Profit and Loss
III Income
3.1 Operating Income

104
105
106
107
108
109
110
111

3101
3012
3102-A
3103
3104
3105
3106
3107

Completion of the Planned Project
Sales of Finished Products Income
Returned Finished Products
Allocation Income
Repair Revenue
Power Generation Revenue
Processing Income
Sales of By-product Income
3.2 Non-Operating Income

112
113
114
115
116
117
118

3201
3202
3203
3204
3205
3206
3207

Converted Currency Surplus and Loss
Estimated Material Surplus and Loss
Storage and Transport Income
Financial Income
Asset's Selling Income
Inventory Surplus
The Previous Period Adjustment Surplus and Loss
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119
120
121
122

3208
3209
3210
3211

Income from Investment
Income from Selling Scrapped Materials
Sales Revenue from Finished Products
Other Surplus and Loss
IV Loss
4.1 Operating Expenditure

123
124
125
126
127
128
129
130
131
132

4101
4102
4103
4104
4105
4106
4107
4108
4109
4109-A

Actual Completion
Selling Products Cost
Allocation Cost
Repair Cost
Generate Electricity Cost
Processing Cost
Selling By-products Cost
Operating Expenses
Purchasing Expenses
Allocation Purchasing Expenses
4.2 Non-Operating Expenditure

133
134
135
136
137
138
139
140
141
142

4201
4202
4203
4204
4205
4206
4207
4208
4209
4210

Difference from Consumption of Materials
Converting Loss
Estimated Materials Loss
Storage and Transport Expenses
Financial Expenses
Loss from Selling Assets
Inventory Loss
Loss from Previous Year's Sorting
Loss from Investment
Loss from Products Delivery
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143
144
145
146

4211
4212
4213
4214

147
148
149
150
151
152
153
154
155
156
157
158
159

4301
4302
4303
4304
4305
4306
4307
4308
4309
4310
4311
4312
4313

Amortisation Start-up Loss
Amortisation Lay-off Loss
Special Bonus
Other Loss
4.3 Factory Expenditure
Raw Material Cost
Main Material Cost
Auxiliary Material Cost
Fuel Cost
Electricity Cost
Salary
Grant Wage
Additional Wage
Depreciation
Production Cost
Management Cost
Commissioned Processing Cost
Working Damage Cost
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Appendix Three: Example of Accounts in 1952
State-owned Enterprises Accounts in 1952
order

account
number

account category

account name

I. Assets
1.1 Non-Current and Proposed Asset
Non-Current Asset
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18

1101
1102
1102.1
1103
1103.1
1104
1104.1
1105
1105.1
1106
1106.1
1107
1107.1
1108
1108.1
1109
1109.1
1115

Land
Building and Equipment
House and Equipment Provision for Depreciation
Building
Building Provision for Depreciation
Power Equipment
Power Equipment Provision for Depreciation
Conduction Device
Conduction Device Provision for Depreciation
Machine and Equipment
Machine and Equipment Provision for Depreciation
Tool and Production Appliances
Tool and Production Appliances Provision for Depreciation
Transport Equipment
Transport Equipment Provision for Depreciation
Furniture
Furniture Provision for Depreciation
Other Production's Fixed Asset
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19
20
21
22
23
24
25
26
27
28
29
30

1115.1
1116
1116.1
1122
1122.1
1123
1123.1
1124
1125
1125.1
1126
1127

31
32
33
34
35
36
37
38
39
40
41
42

1151
1152
1153
1154
1160
1161
1162
1163
1164
1165
1166
1167

43

1168

Other Production's Fixed Asset Provision for Depreciation
Non-Production Fixed Asset
Non-Production Fixed Asset Provision for Depreciation
Unused Fixed Asset
Unused Fixed Asset Provision for Depreciation
Unnecessary Fixed Asset
Unnecessary Fixed Asset Provision for Depreciation
Disposal of Fixed Asset
Uncertain Property Rights Fixed Asset
Uncertain Property Rights Fixed Asset Provision for Depreciation
Renting Fixed Assets Improvement
Amortisation Basic Construction Expense
Proposed Asset
Owned Investment
Other Investment
Deposit Security Fund
Freezing of Foreign Currency and Other Assets
Payment of the State Treasury's Current Assets
Payment to Superior Current Assets
Allocated Assets
Transferred-out Current Asset
Payment to the State Treasury's Depreciation and Amortisation Fund
Payment to Superior's Depreciation and Amortisation Fund
Payment to the State Treasury's Income from Fixed Asset's Price Change
Payment to the Superior's Income from Fixed Asset's Price Change
Uncertain Property Rights Asset's Basic Depreciation Fund and Other
Deposits
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44
45
46
47
48
49
50

1169
1170
1174
1175
1176
1177
1178

Fixed Amount Asset Depreciation
Abnormal Loss
Profit Payable to the State Treasury
Profit Payable to the Superior
Profit Payable to the Local Treasury
Allocate Subordinates to Make Up Loss
Take Enterprise Incentive Fund in Advance
1.2 Fixed Amount Asset

51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69

1201
1202
1203
1204
1205
1206
1207
1208
1212
1214
1215
1219
1225
1227
1228
1228.1
1229
1233
1239

Raw and Main Material
Auxiliary Material
Fuel
Packaging Material
Scrapped Material
Material in Transit
Commissioned to Process Material
Product in Progress
Semi-finished Products
Finished Products
By-product
Commissioned Producing and Repairing Products
Difference from Product Cost
Sporadic Accessories
Low and Easy Consuming Products
Low and Easy Consuming Products Provision for Depreciation
Office Supplies
Enterprise and Management Office's Administrative Fee Amortisation
Other Amortisation Fee
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70

1240

Dull Material
1.3 Liquidation and Other Asset
Cash

71
72
73
74
75
76
77

Cash at Bank
Cash at Towns
Cash in Foreign Currency
Cash in Enterprise Incentive Fund
Cash in Welfare Fund
Cash
Cheque in Transit

1301
1302
1303
1304
1305
1310
1314
Liquidation for Sales Customers

78
79
80

1321
1322
1323

Accounts in Transit
Account Receivable
Pending Accounts
Receivable and Payment in Advance

81
82
83
84
85
86

1341
1342
1344
1345
1348
1349

87
88
89
90

1361
1362
1363
1364

Reserve Fund
Pay Deposit in Advance
Other Payment in Advance
Employees' Debt
Other Account Receivable
Temporary Payment
Internal Contacts
Superior Contacts
Same-level Contacts
Owned Enterprise Contacts
Other Internal Contacts
1.4 Investment in Capital Construction
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91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106

1401
1402
1411
1421
1431
1432
1433
1434
1436
1437
1438
1441
1442
1451
1456
1461

Finished Construction
Finished Sporadic Construction
Semi-Finished Construction
Semi-Finished Sporadic Construction
Capital Construction Fund Deposits at Professional Bank
Capital Construction Fund Deposits at Other Banks
Capital Construction Cash
Allocated but Uncollected Construction Equipment
Capital Construction Material
Capital Construction Not Installed Equipment
Capital Construction Equipment
Allocated Capital Construction Fund
Allocated Sporadic Construction Fund
Payment in Advance for Capital Construction Contracting Fund
Other Payment in Advance for Capital Construction
Other Capital Construction Asset
1.5 Overhaul Asset

107
108
109
110
111
112
113
114
115

1501
1511
1521
1531
1532
1536
1537
1539
1541

Finished Overhaul Project
Pending Finished Overhaul Project
Semi-Finished Overhaul Project
Overhaul Project's Deposit
Overhaul Fund Managed by Superiors
Cash for Overhaul
Material for Overhaul
Allocated Overhaul Fund
Payment Advance for Overhaul
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116

1549

Other Overhaul Asset
2. Liabilities
2.1 Non-Current and Fixed-amount
Liabilities
Owned Cash

117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135

2101
2102
2103
2106
2107
2108
2109
2112
2113
2114
2118
2120
2121
2122
2124
2125
2126
2128
2129

Government Fund
Finished Capital Construction Fund Payable
Finished Sporadic Construction Payable
Allocated Capital from the State Treasury
Allocated Capital from the Superior
Received Capital from Owned Enterprises
Transferred Capital
Basic Depreciation Fund and Amortisation Fund
Basic Depreciation Fund and Amortisation Fund from Owned Enterprises
Fixed Assets Price Change Income from Owned Enterprises
Fixed Amount Asset Premium
Other Spending Allocating Asset
Other Asset
Hosting Uncertain Ownership Assets
Profit from Owned Enterprises
Make Up Loss from the State Treasury
Make Up Loss from the Superiors
The Previous Period's Profit or Loss
the Current Period's Profit or Loss
Long-term Liabilities

136

2131

Long-term Loan
Fixed Amount Liabilities
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137
138
139
140
141
142

2141
2142
2143
2149
2153
2154

Salary Payable
Additional Wage Payable
Expense Payable
Tax Payable
Received Deposit
Received Deposit in Advance
2.2 Fixed Amount Asset Liabilities

143
144
145
146

2201
2211
2221
2231

Fixed Amount Credit Loan
Season Loan
Excess Fixed Amount Loan
Dull Material Loan
2.3 Liquidation and Other Liabilities
Bank Loan

147
148
149

2301
2310
2311

Good Issued Loan
Other Loan
Overdue but Unpaid Loan
Liquidation with Suppliers

150
151

2321
2322

Estimated Account Payable
Account Payable
Payable and Received in Advance

152
153
154
155
156
157
158

2341
2342
2343
2344
2345
2346
2348

Income Received in Advance
Accrual Expense
Excess Profit Payable
Enterprise Incentive Fund
Welfare Fund
Unclaimed Salary
Other Account Payable
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159

2349

Received in Advance
Internal Contacts

160
161
162
163

2361
2362
2363
2364

Superior Contacts
Same Level Contacts
Owned Enterprise Contacts
Other Internal Contacts
2.4 Capital Construction Liabilities

164
165
166
167

2401
2408
2410
2421

Allocated Capital Construction Fund
Allocated Sporadic Construction Fund
Capital Construction Payable
Other Capital Construction Liabilities
2.5 Overhaul Liabilities

168
169
170
171
172
173
174

2501
2502
2503
2507
2510
2521
2522

Overhaul Fund
Hosting Subordinates' Overhaul Fund
Transferred Capital Construction Fund
Overhaul Loan
Overhaul Payable
Other Overhaul Loan
Overhaul Sporadic Loss
3. Production
3.1 Production Expenses

175
176
177
178
179
180

Production Expenses – Raw and Main Material
Production Expenses – Auxiliary Material
Production Expenses – Purchased Fuel
Production Expenses – Purchased Power
Production Expenses – Salary
Production Expenses – Additional Wage

3101
3102
3103
3106
3108
2109
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181
182

Production Expenses – Non-Current Asset Depreciation and Amortisation
Production Expenses – Others

3115
3125
3.2 Production Department Cost

183
184
185
186
187
188

3201
3211
3231
3241
3251
3252

Direct Production Department Cost
Indirect Production Department Cost
Management Department Cost
Factory Fund
Scrapped Products Loss
Lay-off Loss
3.3 Planning Production Results

189
190

3301
3302

Finished Plan
Actual Results
4. Profit and Loss
4.1 Operating Income

191
192
193
194
195
196
197

4104
4105
4106
4107
4111
4121
4131

198
199
200
201
202

4201
4202
4203
4204
4205

Selling Finished Products Income
Transferred Income
Income from Selling Electricity
Revenue from Substitute Purchasing and Substitute Manufacturing
Selling By-product Income
Sideline Income
Other Income
4.2 Operating Expenditure
Tax
Enterprise's Management Department's Administrative Fee
Selling Expenses
Finished Product's Selling Cost
Allocating Cost
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203
204
205
206
207

4206
4207
4211
4221
4231

208
209
210
211
212
213
214
215
216

4301
4302
4303
4307
4308
4309
4314
4315
4325

Electronic Selling Cost
Substitute manufacturing and repairing costs
By-product Selling Cost
Sideline Cost
Other Operating Cost
4.3 Non-Operating Cost
Financial Income
Other Investment Income
Welfare Income
Raw Material Counting Surplus
Raw Material Selling Surplus
Breach of Contract Income
Previous Year's Income
Bad-debt Recovery
Miscellaneous Income
4.4 Non-Operating Expenditure

217
218
219
220
221
222
223
224
225
226
227

4401
4402
4403
4404
4405
4406
4407
4408
4409
4414
4415

Financial Expenditure
Other Investment Loss
Welfare Loss
Lay-off Maintenance Cost
Unknown Result's Testing Cost
Raw Material Counting Loss
Raw Material Selling Loss
Breach of Contract Loss
Previous Period's Expenditure
Bad-debt Loss
Miscellaneous Expenditure
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Appendix Four: Example of Accounts in 1956
State-Owned Enterprises Standard Accounts in 1956

order

accounts category

account name

Non-Current Asset
1
2
3

Fixed Asset
Fixed Asset Depreciation
Clear Up Fixed Asset
Fixed Asset Overhaul

4

Fixed Asset Overhaul
Material

5
6
7
8
9
10
11
12
13
14
15
16
17

Purchasing Material
Raw and Main Material
Auxiliary Material
Fuel
Packaging Product
Commissioned Processing Material
Low and Consumable Products
Low and Consumable Products Amortisation
Overhaul Parts
Scrapped Material
Equipment and Material for Overhaul
Difference Between the Planned and Actual Cost for Materials
Material in Transit
Salary
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18

Salary
Production Cost

19
20
21
22
23
24
25
26
27
28

Basic Production
Semi-Finished Products
Auxiliary Production Cost
Non-industrial Business Operation
Fixed Assets Repairs in Normal Business Operation
Factory Fund
Enterprise's Administrative Cost
Scrapped Loss in Producing
Lay-Off Loss
Amortisation Expense
Produce Production

29

Produce Production
Finished Products

30
31
32

Finished Products
Difference Between the Planned and Actual Cost for Finished Products
Purchased Products
Selling Tax and Non-Operating Expenditure

33

Selling Tax and Non-Operating Expenditure
Goods Issued

34

Goods Issued
Selling

35

Selling
Monetary Funds

36
37

Cash
Settlement Accounts in Bank Of China
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38
39

Overhaul Accounts in Bank of China
Other Monetary Funds
Settlement Accounts

40
41
42
43
44
45
46
47
48
49
50
51

Settlement with Suppliers
Settlement with Purchasers
Payment in Advance Based on the Degree of Completion of Orders
Receipt in Advance Based on the Degree of Completion of Orders
Settlement with Overhaul's Contractor
Settlement of Budget
Settlement of Additional Wages
Petty Cash
Settlement with Staff
Temporary Deposit
Compensation Funds from Receivable Supplies' Damage and Shortage
Settlement with Other Creditors and Debtors
Settlement with Superiors and Subordinates

52

Settlement with Owned Enterprises for Transferred Funds
Settlement Transferred and Compensation Funds among Department, Bureau
and Enterprise

53
Internal Settlement
54
55

Settlement with Construction Unit
Settlement with Other Internal Unit
Proposed Assets

56
57
58

Proposed Enterprise's Incentive Funds
Payment of Budget Profit
Other Proposed Assets
Adjustment of Material Price
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59

Adjustment of Material Price Based on the Government's Rules
Material Damage and Storage over Fixed Amount Spending for
Writing-Off

60

Material Damage and Storage over Fixed Amount Spending for Writing-Off
Fund

61
62
63

Legal Fund
Depreciation Fund
Special Fund
Preparation

64

Accrual Expenses
Budget Allocation

65
66

Budget Allocation for Add Fund Liquidity
Budget Allocation for Making Up Losses
Bank's Short-term Loan

67

Bank of China's Short-term Loan
Long-term Loan

68

Long-term Loan
Transferred Operating Expenses

69

Transferred Operating Expenses
Fund of Sources for Fixed Asset's Overhaul

70

Overhaul Depreciation Fund
Profit Received in Advance

71

Profit Received in Advance
Financial Results

72

Profit and Loss
Special Transferred Fund Expenditure

73

Special Transferred Fund Expenditure
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74
75
76
77

Special Transferring Deposit in Construction Bank
Special Material and Equipment for Transferring Fund
Settlement with Special Transferring Suppliers
Settlement with Special Transferring Contractors
Special Transferred Fund

78

Special Transferred Fund
Capital Construction Expenditure

79
80
81
82
83
84

Finished Capital Construction's Project and Purchases
Unfinished Capital Construction's Project and Purchases
Deposit in Construction Bank
Capital Construction's Equipments and Materials
Settlement with Capital Construction Supplier
Settlement with Capital Construction Contractor
Capital Construction Transferring

85

Capital Construction Transferring
Outside Balance Sheet Accounts

1
2
3
4
5
6
7
8
9
10

Rent Fixed Asset
Commissioned Processing Material
Hosting Commodity and Materials
Hosting Commodity and Products
Unissued Subscriber's Public Bonds
Unfinished Capital Construction's Project's Exploration and Designing
Expense
Capital Construction's Limited Allocation Amount
Debtor's Fines
Creditor's Fines
Account Receivable Transferred to Bad Debt Loss
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Appendix Five: Example of Accounts in 1958
State-owned Enterprises Accounts in 1958
Order

First-class Account
Order

1

01

2

02

3
4
5
6
7

10
11
12
13
17

8
9

18
19

10
11
12

26
28
31

First-class Account Name

The Second-class Account Name

Class One: Non-current Asset
Non-current Asset

1. Industrial Non-current Asset
2. Non-industrial Non-current Asset
3. Unused Non-current Asset
4. Unnecessary Non-current Asset
5. Land

Non-current Asset Depreciation
Class Two: Material
Raw Material
Auxiliary Materials
Fuel
Prepared Repair Parts
Low-value-easy-custom Goods
Amortisation of Low-value-easy custom
Goods
specially Approved Prepare Materials
Class Three: Production Costs
Basic Production
Auxiliary Production
Non-industrial Enterprise Operation
257

13
14
15
16

32
33
38
39

17

42

Factory Cost
Enterprises Management Cost
Amortisation and Advanced Cost
Engineering Expenditure of Enterprise Funds
Class Four: Finished Products and Sell
Finished Products

18
19
20

48
49
50

Selling Expenses
Delivered Products
Sell

21
22
23
24

58
59
60
61

25
26
27
28
29
30
31
32
33
34

63
65
68
69
70
71
72
73
74
77

Class Five: Currency
Cash
Bank Deposit
Enterprises Fund Deposits
Other Currency Funds
Class Six: Settlement
With Purchasers
With Suppliers
Accounts Payable
Salary Payable
Salary Surcharge Payable
Reserve
With Construction Units
With Internal Units
Temporary Payment of Enterprises Funds
Others
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1. Self-produced Products
2. Purchased Products

1. Commodity Products Sell
2. Purchased Products Sell

Class Seven: Other Assets
Foreign Investment and Freezing Assets
Class Eight: Fund
State Fund
Financed by Associated Funds
Depreciation Fund
Enterprises Fund

35

78

36
37
38
39

81
82
83
85

40

87

41

91

42
43

95
96

Long-term Liability
Class nine: Bank Loan
Bank loan
Class Ten: Financial Results
Profit or Loss
Extracted Profit

44

97

Profit Owing to the State or Absorbed Losses
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1. Retained Earnings Fund
2. Medicine and Health Subsidies Funds
3. Welfare Benefits Funds
4. Restore Funds for Non-current Assets
5. Overhaul Funds

1. Reserved Profit
2. Private Fixed Dividend Stocks
1. Turnover Budgeted Profit
2. Turnover Higher Level's Profit
3. Profits from Subordinates
4. Transferred Budget Profit to Miss Up Losses
5. Transferred Funds to Miss Up Losses from Upper Level
6. Allocate Funds to Subordinates to Miss Up Losses

Appendix Six: Example of Balance Sheet in 1953
China’s Industry Balance Sheet in 1953
Account
number

Application of Funds (Assets)

1

2

Opening
Balance
3

Ending
4

Increase
or
Decrease
5

Account
Number
Row
Number

Sources of Funds (Liabilities)

6

7

A. Fixed and Proposed Assets

A. Fixed and Quoted Liabilities

Fixed Assets:

Funds:

0101

Fixed Assets

1404

Government Funds

0111

Unused Fixed Assets

1411

Other Funds

0121

1421

Basic Depreciation Funds

0141

Unnecessary Fixed Assets
Fixed Assets with Uncertain Property
Right
Improvement Expenses for Fixed
Assets

0151

Disposal of Fixed Assets

1431

0131

0202
0211

0212

0221

Ending
Balance

Increase
or
Decrease

8

9

10

1. The Previous Period

Total Fixed Assets

0201

Opening
Balance

2. The Current Period
Hosting Assets with Uncertain Property
Right

X

Total Funds

Proposed Assets:
Payment of Liquid Funds to the State
Treasury
Offset Liquid Funds to the State
Treasury
Payment of Basic Depreciation Fund
to the State Treasury:

X

1. The Previous Period

X

X

1501
1511

Allocation of Funds:
Allocated Liquid Funds from the State
Treasury

1521

Transferred Liquid Funds
Allocated Funds for Making Up Losses
from the Sate Treasury:

1531

1. The Previous Period

2. The Current Period
Payment of Liquid Fund to the
Specialised Banks:

X
X

2. The Current Period
Transferred Funds for Making Up
Losses:

1. The Previous Period

X

2. The Current Period

X

Payment of Fixed Assets Price

X

1531

1541
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1. The Previous Period
2. The Current Period

X

Other Transferred Funds

X

Change to the State Treasury
0222
0231

Payment of Fixed Assets Price
Change to the Specialised Banks
Payment of Profit to the State
Treasury:
1. The Previous Period

0232

Total Transferred Funds
X

Depreciation Allowance:

2. The Current Period

1601

Fixed Assets

Offset Profit to the State Treasury:

1611

Unused Fixed Asset

1621

Unnecessary Fixed Assets
Fixed Assets with Uncertainty Property
Right
Improvement Fee for Renting Fixed
Assets

1. The Previous Period

0233

Total Allocated Funds

X

2. The Current Period
Payment of Profit to the Specialized
Banks:
1. The Previous Period

1631
1641
X

Total Depreciation Allowance

2. The Current Period
0241

Extraordinary Losses

0242

Storage Fee for Fixed Assets
Propose Enterprise Incentive Funds
in Advance

0243
0251
0252

Security Deposit
Freezing Foreign Currency and Other
Assets
Total Proposed Assets

0261

Investment:
Investment to the Subsidiary
Enterprises:
1. Fixed Assets
2. Working Capital

0262

Other Investment
Total Investment

2501

Losses:

2501

1. The Previous Period

Profit:
1. The Previous Period
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2. The Current Period

X

2. The Current Period

Total Losses

Total Profit
Quoted Plan
Previous Current
Period
Period
Quoted
Liabilities:
1901
1902
1911
1921
1941

1942

Total Fixed and Proposed Assets

0311,0341,
0351,0361
0312,0341,
0351, 0361
0313,
0341,
0351, 0361
0314,
0341,
0351, 0361
0321

Raw and
Other
Material
Auxiliary
Materials

Tax Payable
Security
Deposits
Deposits
Received in
Advance
Total Quoted
Liabilities
Total Fixed and Fixed Amount
Liabilities
B. Quoted Assets’ Liabilities

B. Quoted Assets
Quoted Assets
Previous Current
Period
Period

Salary Payable
Additional
Wages Payable
Expenses
Payable

1701

Seasonal Loan

1711

Extra Loan

1721

Dull Material Loan

Fuel
Sporadic
Parts
Scrapped
Materials
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X

0331

0332, 1651
0501, 0521
0511, 0531
0601,
0600, 0621,
0631
0701,
2301, 2311,
0301

6371

Packaging
Low and
Easy
Consumed
Products
Products in
Progress
Semi-finished
Products
Finished
Products
Amortisation
Expenses:
1. New
Products
Research and
Developing
2. Open Ore
Allowance
3. Insurance
Paid in
advance
4. Dual
Material
Total Quoted
Assets
Total Quoted Assets

Total Quoted Assets’ Liabilities

C. Settlement and other Assets

C. Settlement and other Liabilities

Currency Fund:

Bank Loan:

0801

Cash at bank

1731

Issued Products Loan

0811

Towns Deposits

1741

Other Loan

0821

Foreign Currency Deposits

1951

Overdue Loan

0831

Credit Accounts

Total Bank Loan

0841

Cash

Settlement on Suppliers:

0851

Bills and Bonds

1801
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Accounts Payable

0901
0911
0921

Total Currency Funds

1811

Overdue Accounts Payable

Settlement on Selling Customers:

1921

Estimated Accounts Payable

Issued Products
Rejecting Payment for Issued
Products

Total Settlement on Suppliers
Accounts Payable and Accounts
Received in Advance:

Account Receivable
Total Settlement on Selling
Customers
Account Receivable and Accounts
Payment in Advance:

1931

Proposed Expenses

1951

Profit Received in Advance

1961

Enterprises Incentive Funds

1001

Petty Cash

1962

Welfare Funds

1011

Paid Deposits in Advance

1971

Salary Waiting for Claimant

1021

Paid Processing Fees in Advance

1991

1031

Other Payment in Advance

Temporary Receipts
Total Accounts Payable and
Accounts Received in Advance

1041

Staff Outstanding

Internal Contacts:

1051

Temporary Payment
Waiting for Writing off Material
Shortage
Total Accounts Receivable and
Accounts Payment in Advance

1061

1101

Construction Units Contacts

1111

Other Internal Contacts
Total Internal Contacts

Internal Contacts:
1101

Construction Unit Contacts

1111

Other Internal Contacts
Total Internal Contacts

1201
1202
1203

Total Settlement and Other Assets

Total Settlement and Other
Liabilities

D. Basic Construction Assets

D. Basic Construction Loan

Finished Basic Construction Assets
Finished Sporadic Basic Construction
Investment
Waiting for Scrapped Basic
Construction and Other Expenditures
1. Scrapped Basic Construction

2001

2003

Allocated Basic Construction Funds
Allocated Sporadic Basic Construction
Funds
Other Basic Construction Funds
Revenue

2021

Contracting Funds Payable

2002
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Losses
2

2022

Accounts Payable

2031

Temporary Receipt

2041

Enterprises Incentive Funds

1212

3
Unfinished Basic Construction
Investment
Unfinished Sporadic Basic
Construction Investment

1221

Main Material

1222

Other Material

1231

_____

1211
1241

Low and Easy Consumed Products
Machine and Equipment Waiting for
Installation

1261

Amortised Expenses

1261

Bank Loan

1262
1271

Cash
Payment in Advance for Contracting
Materials and Unfinished Projects

1272

Payment in Advance for Parts

1273

Prepaid Project's Fee in Installments

1281

Temporary Payment
Proposed Enterprises Incentive Funds
in Advance

1211

1291

Total Basic Construction Assets

Total Basic Construction Loan

E. Overhaul Assets

E. Overhaul Liabilities

1301

Finished Overhaul Project

2101

Overhaul Funds

1311

Set-Off Finished Overhaul Project

2111

Allocated Overhaul Funds

1321

Unfinished Overhaul Project

2121

Overhaul Loan

1331

Cash at Bank

2131

Other Loan

1332

Superior Hosting Overhaul Funds

265

1333

Cash

1341

Accounts Payable

1351

Other Assets
Total Overhaul Assets

Total Overhaul Liabilities

Total Assets

Total Liabilities

Supplementary Information:
0101.01

1.Land
2.Renting Fixed Assets
3.Hosting Government Materials

1651

2011

4.Hosting Processing Materials
5.Amortisation Allowance for Low
and Easy Consumed Products
6.Amortisation Allowance for Low
and Easy Consumed Products of
Basic Construction
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Appendix Seven: Example of Balance Sheet in 1956
China’s Industry Balance Sheet in 1956
Application of Funds (Assets)
A

Row
Number
B

Opening
Balance
1

Ending
Balance
2

Source of Funds (Liabilities)
A

Row
Number
B

A. Fixed and Outside Working Capital

A. The Sources of Owned or Regarded as Owned Funds

I. Fixed Assets (001):

I. Statutory Funds (125 or 103)

104
105

1. Fixed Asset

1

II. Fixed Assets Depreciation (004)

2.Unused Asset

2

III. Budget Allocation:

3.Unnecessary

3

1. Allocated Budget Liquid Funds (148)

Total I Asset

4

2. Allocated Funds for Making Up Losses:

1. Payment of Budget Profit:
(1) Previous Period (109.0)

5

(2) Current Period (109.1)

6

X

2. Enterprises Incentive Fund:

106

(1) Previous Period (149.0)

107

(2) Current Period (149.1)

108

IV. Paid and Allocated Funds Between Superiors and
Subordinates:
1. Allocated Liquid Funds from Superiors (104.1)

109

2. Allocated Funds for Making Up Losses from Superiors:

(1) Propose Funds in Advance (108.0)

7

(1) Previous Period (104.4)

110

(2) Supplement Number (108.1)

8

(2) Current Period (104.5)

111

3. Paid Liquid Funds in Advance(110.1)

9

4. Other Proposed Assets (110.1, 110.2)

10

X

3. Profit from the Owned Enterprises
(1) Previous Period (104.2)

112

Total II Assets

(2) Current Period (104.3)

113

III. Allocating Funds to Owned Enterprises:

Total IV Liabilities

114
115

1. Fixed Asset (103)

12

V. Other Source of Funds (172.0)

2. Liquid Funds (103, 103.3)

13

VI. Profit (190):

IV. Paid and Allocated Funds Between Superiors and
Subordinates

Opening
Balance
1

1. Previous Period
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116

X

Ending
Balance
2

1. Paid Profit to Superiors:

2. Current Period

117

(1) Previous Period (104.2)

14

Total I-VI Liabilities

Quoted Amount

(2) Current Period (104.3)

15

VIII. Quoted Liabilities:

Beginning
of Year

2. Paid Liquid Funds to Superiors(104.0)

16

17

(2) Current Period (105.5)

18

Total IV

19

1. Salary Payable (097)

119
120

X

2. Additional Wages Payable
(094)
3. Expenses Payable (080.3,
080.9)
4. Tax Payable (093.0)

123

X

5. Long-term Security Deposits
(172.1)
6. Expenses Proposed in Advance
(137)
7. Other Fixed Liabilities (088,
189)
Total VIII Liabilities
Total A. Liabilities

127

V. Losses (190):
1. Previous Period

20

2. Current Period

21

Total A Asset

22

At the
end

X

3. Allocating Funds to Owned Enterprises for Making Up Losses:
(1) Previous Period (104.4)

118

121
122

124
125
126

Actual Amount of Owned and Regarded as Owned Liquid Funds
B. Quoted Assets’ Bank Loan

B. Quoted Assets
1. Raw Material and Other
Main Materials (021, 025, 035,
036, 020, 065.0)
2. Auxiliary Materials (022,
025, 035, 036, 020, 065.0)
3. Fuel (023, 035, 036, 020,
035, 065.0)
4. Packaging (024, 035, 036,
020, 065.0)
5. Repair Parts (029, 035, 036,
020, 065.0)
6. Scrapped Materials (030,
065.0)
7. Low and Easy Consumed
Products (026, 028, 035, 036,
020, 065.0)
(1) Tools
(2) Special Tools

24

1. Raw Material and Other Main Material Loan (166.0)

128

25

2. Auxiliary Material Loan (166.1)

129

26

3. Fuel Material

130

27

4. Products in Progress and Semi-Finished Products (166.3)

131

28

5. Finished Products Loan

132

29

6. Other Fixed Assets Loan

133

Quoted Assets
Beginning of
the Year

X

At the end

X

30
31
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(3) Alternative Equipment

32

(4) Management Tools

33

(5) Working Clothes and
Shoes
(6) Other

34

Total 7

36

Total 1-7

37

35

38
8._____
9. Industrial Products in
Progress and Semi-Finished
Products (045, 046, 047)
10. Non-Industrial Products
(048)
11. Amortisation Expenses
(057, 137, 093.0)
12. Finished Products (060,
061, 065.0, 064, 093.0)
Of Them: Products for
which Collection Procedures
Not Applied
13. Purchased Products (062,
065, 0, 064, 036, 020)
14____

39

X

X

40
41
42

X

X

43

44

45
46
Total B Assets

Total B Liabilities

C. Monetary Funds, Settlement and Other Assets

C. Other Bank' s Loan, Settlement and Other Liabilities

134

I. Monetary Funds:

47

I Other Bank's Loan:

1. Cash (07)

48

1. Settlement on Bills Payable (166.6)

135

2. Settlement on Deposits with Bank of China

49

2. Letters of Credit, Special Accounts and Fixed Amount
Check (166.7, 166.8, 166.9)
3. Special Loan (166.10)

136

3. Letters of Credit, Special Accounts Deposits and Fixed
Amount Check (074.0, 074.1, 074.2)
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137

4. Other Currency Funds (074.9)

50

4.___

138

Total I

51

5. Overdue Loan

139

Total I

140

II. Issued Products
1. Issued Products that Perform Collection Procedures On
Schedule (065.1, 061, 064, 093.0)
2. Issued Products that Perform Collection Procedures Overdue
(065.2, 061, 064, 093.0)
3. Issued Products that Did Not Pay Overdue (065.3, 061, 064,
063.0)
4. Issued Products for which Payment Rejected (065.4, 061, 064,
093.0)
Total II Assets

52

II. Accounts Payable and Accounts Received in Advance

53

1. Suppliers Accounts Payable:

54

(1) Promissory Bills (080.0)

141

55

(2) Overdue Bills (080.1)

142

56

(3) Uncleared Bills (080.2)

143

(4) Others (080.3, 080.9)

144

III. Accounts Receivable and Payment in Advance
1. Accounts Receivable from Customers (083)

57

2. Accounts Received in Advance from Customers (083)

145

2. Accounts Payable to Suppliers (080.3, 080.9, 087)

58

3. Budget Profit and Other Accounts Payable (093.1, 093.9)

146

4. Petty Cash (096)

60

147

5. ___

61

4. Allocated Temporary Supplementary Funds from the
Upper Level (104.6)
5. Construction Unit Accounts Payable (105)

6. Excessive Budget Profit and Other Funds (093.1, 093.9)

62

6. Other Internal Accounts Payable (106)

149

7. Allocated Temporary Supplementary Funds (104.6)

63

7. Other Accounts Payable (101, 099, 104.7, 008)

150

8. Construction Unit Funds Receivable (105)

64

Total II

151

9. Other Internal Unit Accounts Receivable (106)

65

III. Special Funds

10. Other Accounts Receivable (101, 094, 104.7, 008)

66

1. Enterprises Incentive Funds (130.0)

152

Total III

67

2. Other Special Funds (130.1, 130.2)

153

IV. Waiting for Writing-Off Shortage Materials and Other
Quoted Shortage
V.____

68

IV. Special Allocated Funds (176)

154

69

V. Basic Depreciation Funds Payable (126)

155

VI.____

70

VI. Sources of Overhaul Assets:

VIII. Payment of Basic Depreciation Funds (126):

148

1. Overhaul Depreciation Funds (181)

156

1. Payment of Budget Depreciation Funds

71

2. Overhaul Bank Loan (166.11)

157

2. Payment of Basic Depreciation Funds

72

3. Contractor's Overhaul Project Funds Payable (091)

158
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VIII. Overhaul Assets:

Total VI

159

1. Unfinished Overhaul Project (011)

73

VIII. Source of Funds for Special Allocation

2. Waiting for Set-Off Finished Overhaul Project

74

1. Special Allocation (198)

160

3. Overhaul Material and Equipment (031, 035, 036, 020)

75

2.Supplier's Accounts Payable (194)

161

4. Overhaul Deposits in Bank of China

76

3. Contractor's Special Project Funds Payable (196)

162

5. Payment to Contractor's Overhaul Funds in Advance

77

Total VIII

163

Total VIII

78

Total C

164

IX. Special Allocation Assets:
1. Special Allocation Expenditure (191)

79

2. Special Allocation Equipments and Materials (193, 035, 036,
020)
3. Special Construction Bank's Deposits (192)

80

4. Payment of Suppliers Accounts in Advance (194)

82

5. Payment of Contractors Projecting Funds in Advance (196)

83

Total IX

84

Total C

85

81

D. Basic Construction Assets

D. Source of Basic Construction Funds

1. Finished Basic Construction Project and purchases

1.Allocated Capital Construction Fund :

(1) Within State Plan (201.0)

86

(1) Allocated Budget (215.0)

165

(2) Without State Plan (201.1)

87

(2) Allocated Special Funds (215.1)

166

2. Expenses for Increase Fixed Assets' Value (201.0)

88

(3) Other Sources (215.2)

167

3. Allocation Basic Construction Funds for Other Department
(201.0, 201.1)
4. Writing-Off Scrapped Basic Construction Project (201.0,
201.1)
5.____

89

2. Supplier's Account Payable:

90

(1) Promissory Bills (208.0)

168

91

(2) Overdue Bills (208.1)

169

(3) Uncleared Bills (208.2)

170

6. Unfinished Basic Construction Project and Purchases
(1) Within State Plan (203.0)

92

(4) Others

171

(2) Without State Plan (203.1)

93

3. Contractor's Basic Construction Fund Payable (209.3)

172
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7. Temporary and Permanent Stopped Basic Construction Project
(203.0, 230.1)
8. Basic Construction Equipment (207, 036, 020)

94

4._____

173

95

5. Other Accounts Payable

174

9. Basic Construction Material (027, 035, 036, 020)

96

10. Deposits in Construction Bank (026)

97

11. Payment in Advance for Contractor's Project Fund in
Instalment (209.0)
12. Payment in Advance for Contractor's Material and Unfinished
Project's Fund (209.1)
13. Payment in Advance for Parts Funds (209.2)

98

14. Other Accounts Receivable (101, 208.9)

101

Total D

102

Total D

175

Total Assets
Outside Balance Sheet Accounts
1. Renting Fixed Assets
2. Commissioned Processing Materials
3. Hosting Products’ Materials
4. Hosting Government Materials
5. Unissued subscriber’s public bonds
6. Unfinished Basic Construction Project’s Exploration
and Designing Fees
7. Unused Basic Construction Quoted Funds
8. Required Fines to Debtors
9. Fines Required by Creditors
10. Accounts Transferred to Bad Debt Losses
Supplementary Information
1. Supplement Payment of Profit for the Previous Year
Budget
2. Returned Profit from the Previous Year Budget
Payment
3. Transferred the Previous Year’s Excessive Profit to
the Current Year
4. Listed in Other Proposed Assets Accounts:
(1) Long-term Security Deposits
(2) Freezing Foreign Currency and Other Assets
5. Amortisation for Low and Easy Consumed Products
(028)
6. Listed in Assets B’s 1-7 the Difference Actual Cost
and Planned Cost (If Actual Cost Is Less Than
Planned Cost, Show in Red Colour) (035):

103

Total Liabilities

176

7. Listed in Assets B’s 1-7 Materials in Transit (include
Purchased Price and Transport Fee)
(1) Raw and Other Materials

198

99
100

177
178
179
180
181
182
183
184
185
186
187
188
189
190
191
192

(2)

Auxiliary Material

(3) Fuel
(4) Repair Parts
(5) Others
8. Listed in Assets B Line 43 Issued Product’s Finished
Products’ Actual Cost
9. Listed in Assets C II Group Issued Products’ Finished
Products’ Actual Factory Cost
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199
200
201
202
203
204

(1)

Raw and Main Materials

193

(2)

Auxiliary Materials

194

(3)

Fuel

195

(4)
(5)

Repair Parts
Others

196
197

Senior Official______________________

10. The Difference Between Planned Cost and Actual Cost
for Finished Products (If Actual Cost is Less Than Planned
Cost, Show in Red Colour) (061):
(1) Products and Issued Products for which
Collection Procedure Is Not Applied
Of Them: Issued Products for which Apply Collection
Procedure Is Not Applied
(2 ) Issued Products Applied Collection Procedure
11.Listed in Assets B Line 58th “Payment of Suppliers’
Accounts in Advance” includes Payment of Agricultural
Products in Advance, Private Orders, Deposits of Foreign
Import Products, Paid in Advance Based on the Completion
of Orders, and Other State Approved Payment in Advance.
12.Accumulated Proposed Overhaul Depreciation Funds
(From the Beginning of Year)
13.Accumulated Overhaul Depreciation Funds (From the
Beginning of Year) Deposit in Bank of China
14. Unpaid Fixed Assets Price Change Revenue
Accounting Superior ________________
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205
206
207
208

209

X

210

X

211

Appendix Eight: Example of Simplified Balance Sheet in 1960
State-owned Enterprise Balance Sheet in 1960
Application of Funds
1. Non-current Asset
Original Prices of Non-current Asset
Less: Non-current Asset Depreciation
Net Value of Non-current Asset
2. Foreign Investment and Freezing Asset
3. Quota asset:
1. Raw Material
2. Auxiliary Material
3. Fuel
4. Prepared Repair Parts
5. Low-value and Easy-consuming
goods
Subtotal for 1-5
6. Industry Working in Process and
Semi-finished Products

Opening
Balance

Ending
Balance

Quota
Begin

End

Source of Funds
1. State fund
2. Long-term Liability
3. Quota Asset Bank Deposit
1. Quota Loan
2. Special Reserve Loan
Offset Current's Quota Liability
3. Loan Exceeding Quota
4. Other Bank Loan:
1. Settlement Loan
2. Special Loan

Opening
Balance
Budget
Begin

End

5. Basic Depreciation Fund
The Current Year's Basic Depreciation Fund
Add: Unpaid Basic Depreciation Fund
(Beginning)
or Less: Overpaid Basic Depreciation Fund
(Beginning)
Less: Paid Basic Depreciation Fund
Unpaid Basic Depreciation Fund (Ending)
6. Profit
The Current Year's Profit
Add: Unpaid Profit (Beginning)
Or Less: Overpaid Profit (Begin)

7. Prepaid Expense
Subtotal for 6-7
8. Finished Products
Total for 1-8
9. Prepaid Reserve Martials
Total
4. Currency
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Ending
Balance

1. Cash
2. Bank Deposit
3. Other Currency
5. Delivered Products
6: Accounts Receivable and Accounts Paid in Advance
1. Accounts Receivable from Purchasers

Less: Retained Darning
Private Shares' Quota Dividend
Paid Profit
Unpaid Profit (Ending)
7. Accounts Payable and Received in Advance
1. Accounts Payable to Suppliers
2. Accounts Received in Advance from
Purchasers
3. Salary Payable and Other Surcharge
4. Tax Payable
5. Accrued Expense
6. Accounts Payable for Construction Units
7. Accounts Payable for Internal Units

2. Accounts Paid in Advance to Suppliers
3. Reserve Fund
4. Accounts Receivable from Construction Units
5. Accounts Receivable from Internal Units
6. Other Accounts Receivable
Total
7. Enterprise Fund Deposit, Unfinished Project, and
Temporary Payment
1. Enterprise Fund Deposit
2. Enterprise Fund for Unfinished Project
3. Enterprise Fund for Temporary Payment
Total

8. Other Accounts Payable
Total
8. Enterprise Fund
Total
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Appendix Nine: Example of Balance Sheet in 1992

Assets
Current Assets:
Cash
Short-term Investment
Notes Receivable

Row
No.
1
2
3
4

Accounts Receivable
Less: Bad Debt Allowance
Net Accounts Receivable
Accounts Payable
Other Receivable
Inventory
Prepaid Expense
Long-term Bonds Investment due
within One Year
Total Current Assets
Long-term Investment:

5
6
7
8
9
10
11

Long-term Investment
Non-current Assets:
Original Price for Non-current
Assets
Less: Accumulated Depreciation
Net Non-current Assets

22

Enterprise Balance Sheet 1992
Beginning
Ending
Liabilities and Shareholder's
Balance
Balance
Equity
Current Liabilities:
Short-term Loan
Notes Payable
Accounts Payable
Accounts Received in
advance
Other Accounts Payable
Employees' Welfare Funds
Unpaid Tax
Unpaid Profit
Other Unpaid Bills
Accrued Expenses

12
21

23
24
25
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Row
No.
46
47
48
49
50
51
52
53
54
55

To Be Processed Tax
Received Instalments Sales
Other Current Liabilities
Current Liabilities due
within One Year
Total Current Liabilities

56
57
58

Long-term Liabilities:
Long-term Loan
Notes Payable

66
67
68

59
65

Beginning
Balance

Ending
Balance

Disposal of Non-current assets

26

Construction in Progress
Total Non-current Assets
Intangible and Other Assets:
Intangible Assets
Deferred Expenses
Deferred Investment loss
To be Processed Current Assets
Loss
To be Processed Non-current
Assets Loss
Other Assets
Total Intangible and Other
Assets

27
30

Long-term Accounts
Payable
Gains from Deferred
Investment
Total Long-term Liabilities

31
35
36

Shareholder's Equity:
Capital
Reserve

Total Assets

45

75
76

78
79

37

Retained Earning

80

38
40

Unpaid Profit
Total Shareholder's Equity

81
85

41
Total Liabilities and
Shareholder's Equity
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Appendix Ten: State-owned Industrial Enterprises Financial Statements in 1949
Order

Code

1
2
3
4
5

1
2
3
4
5

6
7
8
9
10

1
2
3
4
5

Classification and Name
Major Financial Statements
Balance Sheet
Income Statement
Commodity and Material Classification Statement
Operating Budget
Overheads Statement
Other Statements
Static Statement for Received Non-current Assets
Static Statement for Received Liquid Assets
Moving Statement for the State Investment
Received PPE Items Balance Merging Statement
Moving Statement for Profit and Loss Allocating and Making Up
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Appendix Eleven: State-owned Industrial Enterprises Financial Statements in 1952

Order
1
2
3
4
5
6
7
8
9
10
11
12

Code
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting
Industry Accounting

01
02
03
04
05
06
07
08
09
10
11
12

Name
Balance Sheet
Non-current Asset Increase and Decrease Statement
The State Fund Increase and Decrease Statement
Treasury Funding and Special Fund Increase and Decrease Statement
Income Statement
Operating Profit Statement
Production Cost Statement
Cost Statement (Based on the Classification of Products)
Cost statement (Based on the Classification of Cost Items)
Enterprises Management Fee and Factory Expenditure Details
The Analysis Statement of Application of Liquid Funds
The Balance of Classified Control Accounts

279

Appendix Twelve: State-owned Industrial Enterprises Financial Statements in 1956

Order
1
2
3
4
5
6
7
8
9
10
11
12
13
14

Code
Industry Accounting 01
Industry Accounting 02
Industry Accounting 03
Industry Accounting 04
Industry Accounting 15
Industry Accounting 11/Industry Cost 01
Industry Accounting 12/Industry Cost 02
Industry Accounting 13/Industry Cost 03
Industry Accounting 14/Industry Cost 04
Industry Accounting 15/Industry Cost 05
Industry Accounting 21
Industry Accounting 22
Industry Accounting 23
Industry Accounting 24

Classification and Name
Balance Sheet
Balance Sheet Attachment
Non-current Asset and Depreciation Fund Increase and Decrease Statement
Authorized Fund Increase and Decrease Statement
Special Fund and Dedicated Fund Increase and Decrease Statement
Production Cost Statement
Commodity and products Cost statement (Based on the Classification of Products)
Commodity and Products Cost Statement (Based on the Classification of Cost Item)
Main Commodity and Products Cost Details
Factory Expenditure and Enterprises Management Details
Selling Statement
Profit (Loss) of Main Products Details
Income Statement
Enterprise Award Fund Commission Statement
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Appendix Thirteen: State-owned Industrial Enterprises Financial Statements in 1958
Order
1
2
3
4
5
6
7
8
9

Code
Industry Accounting 01
Industry Accounting 03
Industry Accounting 05
Industry Accounting 12/Industry Cost 02
Industry Accounting 13/Industry Cost 03
Industry Accounting 15/Industry Cost 05
Industry Accounting 21
Industry Accounting 22
Industry Accounting 23

Name
Balance sheet
Liquid asset turnover ratio statement
Special fund, business funding, and dedicated fund increase and decrease statement
Commodity and products cost statement (based on the classification of productions)
Commodity and products cost statement (based on the classification of cost items)
Factory expenditure and enterprise management fee details
Selling statement
Profit and loss details for main products
Income statement
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Appendix Fourteen: Industry Enterprise Financial Statements in 1992
Order
1
2
3
4
5

Code
Accounting Industry 01
Accounting Industry 02
Accounting Industry 03
Accounting Industry 02 attachment 1
Accounting Industry 02 attachment 2

Name
Balance sheet
Income statement
Statement of changes in financial position
Statement of profit allocation
Statement of main business income and expenses details
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